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In the 


The Used-car Theory of Business 


Want to trade in your car for a new model? Planning on 
moving into a better home? Refurnishing the one. you 
have? How you—and others—answer these questions will 
in part tell how good your own business will be. So far 
this year, buying has been good. What is important in to- 
day’s total picture is the extent of this replacement market 
—people with good cars buying better ones, people who 
have homes remodeling them or building new ones. : . . The 
effect filters all the way down—in terms of more used cars 
for those with lesser means to buy, etc. This replacement part 
of the market seems to have expanded beyond prewar 
norms. Some attempt to explore its depth and breadth is 
made in this month’s survey of business. (Page 170.) 


Dressing Up the Place 


Anything supposedly goes in love and war—but in busi- 
ness does the anything include the discount house? Espe- 
cially if you’re in the department store business and called 
upon to make the initial selling effort for the discount 
house? The article beginning on page 180 discusses some 
aspects of the question. It also tells the story of the accent 
on housefurnishings and appliance sales generally and of 
how the various kinds of stores are sharing in the business. 
The housefurnishings field seems to be a good action study 
of the used-car theory mentioned above—even though in 
many instances there are no old furnishings to hand down 
or even throw out. 


Of Men and the Machine— 


Two articles in this issue deal with the problem of pro- 
ductivity. One details the experiences of 133 company 
executives, who in general see some improvement in worker 
output in recent months, Better facilities, heightened com- 
petition, and more cooperation from workers are singled 
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out as reasons for the improvement. (See pages 191 and 
203.) The other article, by Ewan Clague of the Bureau of 
Labor Statistics, discusses methods of measuring changes 
in productivity. Studies of physical output, he says, are 
superior for this purpose to those based on value. In 
addition, all aspects of both the machine and the man 
must be considered. For frequently “hidden . . . influences 
determine . .. man-hour output.” (Page 199.) 


The Lion and the Lamb 
or the story of 
The Superduper and the Superette 


A dozen years ago, the supermarket, then taken up by 
the chains, was going to transform retail distribution—and 
in the process, it was here and there predicted, practically 
put the independents out of business. The war intervened 
and independent grocery stores not only survived but 
thrived. One way they are continuing to get a good part of 
the business is through turning themselves into superettes. 
Today there are the national chains, the regional and local 
chains and all kinds of independents. Who gets how much 
of the business is discussed in the story on page 183. 


More Enterprise Needed! 


Equity capital investment lags, and in our free enter- 
prise system “current methods of capital formation .. . 
are neither sufficiently enterprising nor sufficiently free.” 
So says Gustave Simons in a thoughtful presentation of the 
subject beginning on page 195. Generally unrecognized 
opportunities exist, he says, under present tax laws. A bid 
for the investment of union funds in American business, 
the use of income debentures, more extensive leasing of 
capital assets, as well as changes in the tax laws, are among 
the proposals this well-known authority puts forward to 
change the present situation. 


Business Highlights 


What Makes Business Good 


HE second quarter already appears as if it will 

mark a new high in the recovery from the reces- 
sion low of last midsummer. It even looks to be one of 
the best quarters that business has seen within the 
past five years. Postwar industrial output has never 
topped the current level by more than a very few 
per cent. Dollar sales are within inches of their 
peaks. Real incomes are at a new high. Corporate 
profits, estimated at a rate of over $30 billion before 
taxes last quarter,| have moved even nearer their 
1948 total of almost $35 billion. 

A couple of weak spots show up in current trends, 
to be sure. Textile activity began to dip a couple of 
months ago, even before Easter apparel sales proved 
disappointing.” Coal mining has eased from its fever- 
ish poststrike high. Paper and paperboard operations 
have slipped a notch below their 1950 tops. One or 
two more examples could be added. Certainly the 
export trend has been unfavorable in recent months. 

But the main force of the business trend is forward. 
New records loom this quarter for home building, for 
automobile assemblies, possibly for steel output, and 
even other lines. When steel, cars, and construction 
all move up, can general business ever be far behind? 

The dominant question, of course, is as before: 
How long can all this last? Is not a large part of 
current steel output merely going into inventory? 
Did not the New Year’s forecasts envisage a definite 
downturn for automobile assemblies in the second 
half? Were not some of the home-building incentives 
written into the 1949 housing law left to expire? 


INTO UNEXPLORED TERRITORY 


Such queries mainly have to do with the short-run 
future—the second half. But their answers now begin 
to involve long-run questions. These relate to the 
' whole character of the postwar American market. 
And on this problem we have no benchmarks. We 
have run well beyond the period when business could 
rely on calculations of a prewar type as to the size of 
the market and demand. Each new month of avid 
auto buying, of record housing starts, of rising ma- 
chinery orders, of pressure for steel delivery moves us 
further into unexplored territory. 

Already, at the outset of 1950, it was clear that in 
a sense the postwar shortage boom had ended. The 
normal demands pent up in the war years for cars, 


1K stimate made by the Council of Economic Advisers. 

2A downturn was indicated because textile output had been 
outrunning textile use in apparel output; see March Business Record, 
p. 94, 
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homes, machines had been largely met. Business in 
1950 had to rely on tapping new layers of the market. 
To put it another way, it was a replacement market 
instead of a shortage market.} 

For example, when we came out of the war we had 
eight million fewer passenger cars on the roads than 
were “needed” or “normal.” The postwar norm, of 
course, was calculated on the basis of prewar experi- 
ence, in terms of high postwar incomes and long-range 
growth. But this “shortage” of eight million cars 
was met as early as a year or more ago by high early 
postwar output of new cars and unusually low scrap- 
page of old cars. When that occurred, the day of any 
car at any price passed. Premiums paid to dealers 
for new cars virtually disappeared. The automobile 
market shifted its base. 

Yet new records for auto output have been made 
since the “shortage” was met. In the past year some 
four million more cars have been put into use on the 
road.” Ownership of cars has been broadened. A 
year ago, 51% of our 50 million spending units re- 
ported owning cars—3% of them more than one? By 
now, another 6% or 8% of spending units own cars. 
How much more of the postwar market—with larger 
incomes and more accumulated savings than prewar 
—can be “sold”? Must 60% be a saturation point, 
instead of 50%? Or can 75% of the market be sold— 
leaving room for full-scale car production for years 
to come? 

There is no simple way to foretell the depth of this 
unexplored secondary market. It is a replacement 
market, in one sense, because the spreading of own- 
ership of old cars depends in part on how fast new- 
car owners trade in for new models. That rate of 
turnover helps to determine how low used-car prices 
go—and how many people who never owned cars 
before will now buy one, even if used. Moreover, 
there are still some ten million cars over twelve years 
old on the road (only 2 million in 1941). There is a 
question how fast they will be scrapped and replaced 


_—even if car ownership is not broadened. In 1949, 


only 1.22 million old cars were scrapped; yet average 
scrappage in the past, has run 1.6 million annually;* 
and theoretical scrappage, with so many old cars now 
on the road, might run twice either of those figures. 
If as many as 3 million cars a year were scrapped, and 
replaced, that alone would provide a market for most 

1See January Business Record, p. 8. 

*Scrappage was about 114 million, new-car sales over 5 million. 

’This accounted for some 28 million of the 32 million to 38 million 


cars in use. Business fleets own the rest—about 15% of the total. 
4Source: R. L. Polk & Company. 


BUSINESS RECORD 171 


May, 1950 


of new-car output at its rate of 5 million in the past 
year. 

Experience of the truck market regarding scrappage 
is certainly suggestive. Truck output caught up with 
the war-end shortage much sooner than did car 
production: New truck sales bested the prewar rec- 
ord by one half as early as 1948, while new-car sales 
did not top prewar until 1949. So truck output de- 
clined last year and ran 10% behind 1949 in the first 
quarter of this year. But truck demand has revived 
in just the past couple of months. Last month saw a 
daily rate of assemblies almost on a par with top 
postwar months. Why? One reason was that scrap- 
-page of old trucks rose sharply last year, almost 
doubling the 25-year average rate; it ran 50% as high 
as new truck sales. Scrappage has been opening a 
new replacement market. 

There are two ways of looking at this still unex- 
plored secondary or replacement market. One is to 
assume that, because output has held so unexpect- 
edly high for so long, it must come down very soon. 
This assumes that the replacement market is not really 
very deep and that present high activity has, if any- 
thing, borrowed normal replacement business from 
the future. In that case, the drop would be sharp as 
well as early. It is basically this view that governed 
most 1950 forecasts of a good first-half year and a 
poor second half. 

A second view is becoming more popular. It takes 
the very strength of recent sales as a sign that the 
secondary market is really much deeper than was 
first thought. If car ownership has been broadened 
from 50% toward 60% of spending units, why not to 
759? If truck demand revives from high scrappage, 
why not car demand, also? If these factors are push- 
ing new-car assemblies to a fabulous 1.8 million for 
the current quarter, why can they not maintain that 
rate or even lift it? If business has been so unexpect- 
edly good why can it not get unexpectedly better? 


STEEL INTO INVENTORY 


That view has nowhere been made explicit. Quite 
the contrary. But the psychology is perhaps what ex- 
plains the recent great pressure in steel markets. 
Demand for early delivery has pushed weekly ingot 
operations beyond theoretical capacity. Sheets have 
been in most avid demand, but orders for shapes and 
plates have also been piling up. Premiums above 
usual list prices have been asked and received by 
some smaller mills, warehouses, and importers. Why 
the pressure? 

It is no secret that much of recent steel output was 
going into users’ inventories. For that reason top 
steel men themselves have forecast some decline in 
operations in the second half.4 

1See Business Forecasts on p. 185. 


Two months ago, THe ConrereNce Boarp esti- 
mated first-half steel consumption at around 80% of 
capacity. At that rate of consumption, an average 
production rate above 90% of capacity would re- 
build users’ stocks of steel to last fall’s prestrike levels 
by this midyear. Preliminary figures for the first 
quarter indicate steel consumption at no more than 
80%—and, if anything, slightly below that rate. But 
the data on car assemblies, machinery activity, con- 
struction volume, and the like are too rough to per- 
mit a more exact estimate. 

Second-quarter steel consumption should top that 
of the first quarter. But it will still not approach cur- 
rent capacity output. Outstanding rise in use derives 
from the projected one-third increase in car assemblies 
this quarter over last (total automotive steel use, 
counting trucks and spare parts, will not climb that 
sharply). Machinery output and nonresidential con- 
struction—other big steel users—are also rising again, 
but more moderately. Estimates of steel for canning, 
for rails, for export and for other uses have not been 
revised upwards. Hence it is unlikely that steel use 
this quarter is much above 85% of capacity, if that 
high. With output close to capacity, certainly 10% to 
15% of it is still feeding into inventory. 

But will that margin last? May consumption rise 
further? These questions cannot be answered now. 
But in a sense, the very asking of them lies behind the 
present pressure for steel. For if consumption were 
to rise further—say above 90% of capacity—it might 
become hard to get the steel to rebuild adequate in- 
ventory. Hence consumers are tending to overorder 
rather than underorder—to risk getting too large 
stocks rather than risk not refilling them adequately. 


| TO SHOP FOR A HOUSE | 


This strength in the unexplored secondary market— 
and its possible result in a boom psychology—is evi- 
denced in many more fields than just cars and steel. 
Take housing. A recent analysis by S. Morris Living- 
ston! suggests that new urban housing starts might 
continue to run at 850,000 to 900,000 a year for 1950- 
1952 as they did in 1947-1948. Yet, in March, new 
starts shot up to 110,000—a rate of 1.32 million an- 
nually?—one-half higher than the projected rate! This 
climaxed an upsurge which lifted 1949 starts above 
1 million homes. 

Mr. Livingston’s analysis compared the demand for 
new homes in 1947-1948 with the shape of demand 
for 1950-1952. In both periods, normal family for- 
mation is a major but only partial factor. In the 
early period, a large part of demand arose from extra- 
normal family formation (owing to the marriage 
boom) and from the undoubling of families formerly 


1Survey of Current Business, March, 1950. 
*Seasonally, winter starts run lower than March; summer starts, 
higher. 
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living with in-laws, etc. These factors made for a typi- 
cal shortage market. They have greatly diminished in 
the current period. Instead, demand is expected to 
be bolstered by replacement of old homes and the 
provision of extra units to restore vacancy ratios to 
normal (so people can shop around for homes and 
apartments) . This is, in a sense, a replacement market. 

Why is home building now running one half above 
the levels Mr. Livingston discussed? If it is because 
we are borrowing housing business from the future, 
a sharp letdown is in store. Or perhaps he under- 
estimated the housing replacement market.1 It is 
even harder to figure—and even more important— 
than in the case of automobiles. Replacement of, say, 
2% of homes a year—instead of 10% of cars—would 
be enough to keep the building industry busy. If 
replacement demands are really much larger, home 
building conceivably might rise, not fall. 

The same sorts of market puzzles apply to the 
housefurnishings and appliance lines that are also 
benefiting from today’s home building. And so the 
effects fan out—from cars and housing to steel and 
furnishings, to oil and tires and building materials 
and commercial construction, and so through the 
economy to capital goods, too, which have been turn- 
ing up.? 

At times, the very strength of this secondary mar- 
ket raises wistful hopes here and there that the boom 
will go on ever upward—that new layers of demand 
will be tapped—that, as when new sales horizons were 
opened in the Twenties, a “new era” might dawn. 

Crucial, however, to the sales operations on this 


secondary market are the wants, decisions, and be- - 


havior of consumers themselves. The latest Federal 
Reserve survey of consumer buying intentions throws 
some light on this matter. The light plays not so 
much on the size of the plans as on their character. 
The Federal Reserve reports that at least as many 
consumers this year as last are planning to buy cars, 
homes, and other durables—as many or more. The 
figures are consistent with current levels of produc- 
tion. But enough range of error surrounds them to 
weaken their usefulness. Totals for 1950 will not be 
much different whether buying starts to turn down 
in the second half or holds up all year. In either 
case, they will be fairly consistent with results of 
the new survey. 


WILL PRICES GO DOWN—OR_ UP? 


More important is that a majority of consumers 
expect lower prices of durable goods, although they 
do not foresee a general price downtrend. There is 
no clear way to tell just how much intentions to buy 


In particular, he may have overfigured the number of families 
who could move into, or would wish to continue living in, converted 
units, temporary dwellings, etc. 

*April Business Record, p. 186. 


depend on these price expectations. But the matter 
is clearly important, particularly in a replacement 
market. As indicated, sales of new cars depend in 
part on how fast recent models are traded in, and 
on similar transactions down the line in used cars. 
Similarly, whether a family will move from a con- 
verted summer cottage or an old apartment into a 
new home will depend in part on price. Thus the re- 
placement market differs from the shortage or sellers’ 
market. 

Prices of late have not made any major moves— 
but their directions are up and not down, as con- 
sumers expected. Prices of used cars have notably 
firmed this spring. Home-building costs have edged 
higher in recent months. Small retailers in hardware, 
furniture, and appliance lines have naturally been 
offering fewer clearances and markdowns. Reappear- 
ance of premiums for some types of steel may yet 
affect costs of consumer goods. 

No data can tell both how large such changes have 
been and how sensitive buying plans are to them. 
But the divergence of current trends from people’s 
expectations points up the area of prices as the thing 
to watch. Higher prices may upset the delicate bal- 
ance of replacement buying which holds the key to 
1950’s secondary market. 

Price uptrends are only natural in industries where 
demand is pressing output to capacity. Yet there 
is more to the price outlook than the balance between 
actual use and output among various materials and 
products. The boom psychology that affects business’ 
own inventory policy is one such added factor. As 
in the case of steel, it helps to make the difference 
between balanced and frantic markets. 


| HOLDING CREDIT EXPANSION DOWN | 


Another factor is federal credit and monetary policy. 
The Federal Reserve threw its weight against infla- 
tionary credit expansion shortly after the turn of the 
year. It did not try to reverse completely the trend 
toward cheaper money which it helped to inaugurate 
during the recession at this time a year ago. But it 
did resume open-market sales of long-term govern- 
ments. That helped to bring down their prices from 
last winter’s high. Yields on high-grade corporate 


_ bonds did not begin to react until a couple of months 


ago, and then they edged up ever so slightly.1 Yields 
on medium-grade corporates continued to point down- 
ward as prices continued to inch forward. Yet some 
New York banks last month began to ask higher rates 
on commercial paper. 

This was the setting for the start of the Treasury’s 
major second-quarter financing. Seasonally, the sec- 
ond quarter is always a period of lower cash receipts 


1A bond yield, being the fixed coupon divided by the bond’s cur- 
rent price, rises when bond prices fall. Conversely, cheaper money 
means higher bond prices. 
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and higher cash outlays—just as the first quarter’s 
tax returns usually yield a cash surplus for those 
three months. While the veterans’ insurance refunds 
were largely paid in the first quarter, they were heav- 
ily financed with first-quarter tax receipts. With the 
federal deficit also running above original estimates, 
this quarter will for several seasons have a large cash 
deficit: of $4 billion. 

The Treasury so far is seeking to meet its financing 
needs in several ways. It can draw down its large 
cash balance by some $2 billion. It may borrow up 
to $1 billion from government trust accounts (social 
security, etc.). Last month it began selling banks 
additional ninety-day bills. And this month it starts 
the May 15-July 4 “Independence Drive” for sale of 
about $650 million of Series E savings bonds. 


| BUT THE DEFICIT IS INFLATIONARY | 


While the superficial effect of this deficit financing 
is obviously on the inflationary side—in that it ex- 
pands private deposits—the cross currents in the 
money markets are more difficult to trace, especially 
in midstream. The means employed are among the 
least inflationary. And the Treasury’s power to firm 
rates on notes for refinancing, plus the Federal Re- 
serve’s open-market policy, may serve to check any 
downtrend in interest rates. 

The upshot of this whole financing move, after a 
first-quarter tendency toward firmer money rates, may 
yet prove important. But it may be some weeks be- 
fore the returns can be counted. One variable, for 
example, will be the results of the savings bond drive. 

The slight firming in some money rates last quarter 
did not halt the stock market from breaking its 1946 
bull-market highs on the Dow-Jones industrial aver- 
age. But the advance did slow down, even as trad- 
ing volume rose. According to most of the averages, 
the rise this year has been less than half as rapid 
as in the second half of 1949. Perhaps that slowdown, 
along with bond prices, is another confirmation that 
this is an investors’ market. Investment trusts have 
played a large role in it, but the larger public a smaller 
one, at least until lately. Too, low-priced common 
stocks are still selling at an average of half their 1946 
highs, while averages of high-grade common stocks 
went above their levels of four years ago. 

If securities prices do continue to flatten out, that 
need not mean a stable trend in commodities and in- 
dustrial prices, however. The two have gone different 
ways many times in the past dozen years—before, 
during, and after the war. If a price uptrend should 
develop in the economy that might threaten con- 
sumer buying, for one thing federal credit policy 
might turn more sharply restrictive, and for another, 


the securities market might interpret that unfavor- 
ably for future earnings. 

One factor not to be lost sight of during the cur- 
rent upswing in domestic buying is the downtrend 
in exports following foreign devaluations last Sep- 
tember. Trade data for five following months show 
total exports off 22% from the same period the year 
before, or a drop at an annual rate of $2.8 billion. 
So the trade gap was narrowed. 


| MEETING EXPORT COMPETITION | 


Foreign devaluation sharpened world-wide compe- 
tition for United States exports. Those to Latin 
America dropped by 23%—more than the 21% de- 
cline in exports to Europe. Indeed, Latin America 
has been selling us more than she has been buying in 
recent months. Latin America’s buying from West- 
ern Europe has earned hard dollars for the latter in 
three-cornered trade. Meanwhile, the sterling area 
outside Britain itself has again become a dollar earner. 
These factors have been important in Britain’s quar- 
ter-billion-dollar gain in gold and dollar reserves in 
the first quarter. 

Export losses have begun to hit heavy industry, 
too. In the five-month period, exports of steel prod- 
ucts were off 31% from the year before, vehicles, 
36% and machinery 9%. Altogether, that means a 
decline of about $750 million a year, or one fifth, in 
exports of these metal-industry products. All other 
exports were off by $2 billion a year, or 23%, with the 
worst drops in foods and textiles. 

The total surplus of exports over imports has been 
running between $2 billion and $3 billion annually 
(January was lower). Marshall plan aid alone for the 
coming year has been voted in that range—and other 
aid programs may finance an export surplus at a rate 
of about $4 billion a year in all. So for the near 
future of six to twelve months, the trade gap is not 
likely to narrow further, nor exports to fall. A rise 
for a time is possible, in fact. 

For the long range, the export trend will depend in 
great measure on foreign policy in general and on 
foreign economic policy specifically. There are two 
ways to try to close western Europe’s dollar gap in 
trade with the western world. One is by our import- 
ing more from Europe and exporting less to her and 
to third markets. Another is by our extending foreign 
aid or investments—“Point Four” government or 
private funds—to backward areas, especially in south- 
east Asia. That would permit large exports by both 
Europe and ourselves. 


SANFORD S. PARKER 
Division of Business Economics 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


Item 


Industrial Production 
Total (FRB) (S 
Manufacturing (FRB) (S) 
Durable goods (FRB) (S) 
Steel 

Pig iron. oh sae eee 
Copper (refined) 

Lead. (refined) sccc gu onions cso e 

Zinc (slab) 


Machinery (FRB) 


Transportation equip. (FRB). . 


Automobiles, factory sales..... 
Nondurable goods (FRB) (S).... 
Cothonta ae metinie ot Serer aae 


RS VONTV ALN ws aicles oles 
Food prod., mfd. (FRB) (S)... 
Chemicals (FRB) (S) 


Newsprint, North American... 


Papense cage sabths he acne eek 
Paperboard ))<44/.).0-. at, see eee 
Boots and Shoes.............. 
Cigarettes (small)?............ 
Mining (FRB) (S)............... 
Bituminous coal.............. 
Anthraciteis ete etin des, aeee 
Crude petroleum?............. 
Electric power’, ..05:...06c0.-000+ 
Construction? O80... 00 eae 
Heavy engineering—Public®........ 
Heavy engineering—Private®....... 


Distribution and Trade 
Carloadings, total**?.............. 
Carloadings, miscellaneous**........ 
Retail trade (NICB) (S)........... 
Department store sales (S) 
Variety store sales (S) 
Rural retail trade (S).............. 
Grocery chain store sales (S)’....... 
Magazine advertising linage........ 


Commodity Prices 
All commodities (BLS) 
Raw materials 


Manufactured products.......... 
‘Farm products 4.6. 4.yaeadeo tee 
Foods 


Retail pricesae:.3e ss oaeceee et coe 


Securities 
Total stock prices (Standard & Poor’s) 
Industrials 


Pgh eae erect AT iat ici sear Pa ele Sor 


Total no. shares traded N. Y.Stock Ex, 
Corporate bond yields (Moody’s). . . 


inancial Indicators 

Bank debits, outside New York Cit 
New capital corporate issues 
Refunding issues.................. 
Comm., industrial and agric. loans‘. 
Total personal income (S)*......... 
Money in circulation, end of month. 


SAdjusted for season variation 
‘Engineering News-Record—average weekly 
to January, 1950 


1Shipments 


cPercentage change, January, 1949, to January, 1950 dPercenta, 
*Value as traffic indicator subject to variations in length of haul and amount loaded. rRevised. 


1950 1949 
Unit 
February January December November 
1935-39 =100 || p 180 183 180 173 
1935-39 =100 || p 191 193 188 179 
1935-39 =100 || p 207 |r 209 204 |r 183 
000 net tons 6,782 7,930 7,717 4,216 
000 net tons 4,173 5,294 5,231 2,722 
net tons 94,036 95,229 94,947 92,602 
net tons 41,670 47,512 |r 48,896 48,500 
net tons 69,639 69,948 71,327 65,055 
000 gross 7,350 7,934 6,963 7,375 
million bd. ft. 2,463 2,387 2,956 2,947 
1945-47=100 ||p 55.8 |r 52.8 75.7 67.6 
1935-39=100 || p 237 228 Q27 Q17 
1935-39 = 100 212 r 243 219 r 214 
units 385,025 | 487,854 | 291,358 | 381,951 
1935-39 = 100 179 179 175 177 
bales 739,438 734,186 734,013 771,833 
million pounds n.a 52.5 47.6 47.3 
million pounds 71.5 78.1 79.7 75.7 
1935-39 =100 || p 162 |r 161 159 159 
1935-39 =100 |] p 248 |r 249 246 243, 
short tons 468,346 491,286 484,726 527,452 
% of capacity |}p 101.1 98.7 90.4 98.4 
% of capacity 92 88 83 93 
thous. of pairs n.a. 38,633 |r 34,124 33,490 
millions 25,595 |r 29,290 24,776 29,657 
1935-39 =100 || p 118 |7 130 132 141 
000 net tons 11,808 31,277 36,028 44,623 
000 net tons 2,581 2,914 2,746 |r 4,653 
000 barrels n.a. 4,922 5,024 5,210 
million kwh 5,938 5,949 5,836 5,545 
000 dollars 779,530 730,855 929,030 957,761 
000 dollars 68,558 121,856 96,626 69,249 
000 dollars 102,996 107,013 76,087 78,057 
thousand cars 569.2 603.1 623.2 666.7 
thousand cars 324.6 312.8 807.9 315.4 
1935-39 = 100 n.d. 313.6 322.7 316.5 
1935-39 = 100 279 282 293 coe ee HAC 
1935-39 = 100 227.0 228.0 235.4 293.1 
1929-31 =100 na. 324.6 360.6 329 .2 
1935-39 = 100 368.0 |r 356.0 361.9 365.6 
thous. of lines 3,868 3,261 2,838 3,645 
1926 =100 p 152.7 |r 151.5 |r 151.2 151.6 
1926=100 p 162.4 |r 159.8 |r 159.5 160.4 
1926=100 p 144.4 144.9 144.7 145.1 
1926 =100 p 149.1 148.2 |r 148.0 148.1 
1926 =100 p 159.1 |r 154.7 |r 154.9 156.8 
1926 =100 p 156.8 |r 154.8 |r 155.8 158.9 
1929 =100 140.4 141.6 143.5 146.7 
1929 =100 169.8 166.9 167.3 161.8 
1935-39 = 100 n.d. 183.8 184.4 185.7 
1935-39 = 100 136.7 135.1 132.7 129.1 
1935-39 = 100 144.4 142.6 140.3 136.5 
1935-39 = 100 107.2 107.8 101.0 96.2 
1935-39 = 100 107.4 105.8 104.1 102.6 
thousands 43,282 54,738 47,565 36,443 
per cent 2.83 2.83 2.86 2.89 
million dollars 50,546 56,374 60,493 53,339 
000 dollars 148,580 553,190 314,693 182,931 
000 dollars 20,488 107,975 105,250 35,125 
million dollars 13,891 13,860 13,864 13,760 
billion dollars n.a. 218.4 |r 211.9 209.4 
million dollars 27,068 |r 26,941 27,600 27,543 


7Grocery and combination chain store sales 
change, 
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*Consumption; cigarette consumption measured by taxpaid withdrawal 
8140 centers t 
_ months 1948 to 12 months 1949 e¢Estimated  n.a. 


Annual rate 
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Financing Unemployment Insurance 


LL STATE unemployment insurance reserves will 
probably be adequate to meet their obligations 
this year without assistance from the Federal Govern- 
ment. This conclusion emerges from the trend in the 
volume of insured unemployment during the first 
quarter of 1950 and from increases in tax rates this 
year in the states where funds are running low. How- 
ever, the increased costs which would result from ex- 
panding the jobless pay program in line with the 
President’s recent proposals might exhaust the funds 
in one or two states. 

The number of weeks of unemployment for which 
insurance claims were filed has dropped 550,000— 
from a peak of 2.4 million in the week ended January 
14 to 1.9 million in the week ended April 8. The 
movement in the first quarter of 1949 was sharply 
upward compared with the current sharp decline. 

State accounts in the unemployment insurance 
trust fund were in good shape at the end of 1949 for 
all states except Rhode Island and Massachusetts. 
While annual outgo again may exceed income in these 
two states, the drain on the funds is not likely to be 
so severe that present reserves will not cover it. This 
is partly owing to the fact that many unemployed 
persons have exhausted their benefit rights and partly 
to the boosts in employer contribution rates. In 
Rhode Island, all employers are now paying 2.7% of 
taxable pay roll as compared to an average of 1.8% 
last year. In Massachusetts, employers have had 
one half of one percentage point added to their last 
year’s rate, and they will probably be further raised 
to a uniform 2.7% in the second half of 1950. 


A FEDERAL-STATE PROGRAM 


Unemployment insurance is chiefly a state program. 
The Federal Government has to date entered the pic- 
ture in only the following three respects: 


1. To give the states the initial impetus to legislate 
for unemployment insurance; 

2. To collect and allocate money for the administra- 
tion of unemployment insurance; and 

3. To serve as a repository for state unemployment 
insurance reserves. 


The Social Security Act prodded the states into 
legislative action on unemployment insurance by 
means of a tax-ofiset device. This was a federal tax 
levy of 3.0% on the taxable pay roll of covered em- 
ployers, 90% of which could be credited to a state 


1According to Mr. Truman: “Most, if not all, states would find 
no trouble meeting the additional costs within the 2.7% tax rate” 
(levied on annual wages of $4,800 per worker instead of the present 
$3,000). Message to the Congress, April 6, 1950. 


with an acceptable law.1 Through a system of addi- 
tional credits under approved experience rating plans, 
most covered employers have paid considerably less 
than 2.7% to their state programs in the past several 
years.2 (See Table 1.) The 10% of the tax which 
cannot be offset accrues to the Federal Government 
and is the source of revenue for the administrative ex- 
penses of the program. 

Except for a very few minimum federal standards, 
the details of the program have been left up to the 
states. They determine what benefits to pay and 
how long to pay them. They set the range for tax 
rates under experience rating plans, and decide on 
what minimum reserve, if any, is necessary to protect 
the solvency of their funds. 

President Truman’s recent proposals to Congress, 
which are embodied in bill H.R. 8059, would encroach 
on this state autonomy by establishing nationwide 
minimum standards regarding the amount and dura- 


1The taxable pay roll is the first $3,000 of annual income per 
worker. The 3% federal unemployment tax with maximum credit 
offset of 2.7% did not become effective until 1938. In 1936, it was 
1% with maximum credit offset of 0.9%; and in 1937, it was 2% 
and the maximum credit 1.8%. A state may impose a higher standard 
rate of contribution than 2.7%, but none does except Michigan 
where it is 3.0%. 

2By the end of 1948, every state, the District of Columbia, Alaska, 
and Hawaii had an experience rating plan in operation. (See Table 
2 and last section of this article.) It should be remembered that nine 
states at some time also levied an employee tax for unemployment 
insurance. Only two continue to do so. 


Unemployment Declines in March after Hitting 
Postwar High in Early 1950 
Sources: Bureau of the Census; Bureau of Employment Security 
In Millions 
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tion of benefits and by providing reinsurance grants 
to states in financial trouble.1 H.R. 8059 was intro- 
duced on April 6 by House Majority Leader McCor- 
mack and has gone to the House Ways and Means 
Committee for consideration. 


- 


FINANCING THE PROGRAM 


State unemployment insurance systems were never 
intended to be financed on a year-to-year or pay-as- 
you-go basis. It was, expected that in years of pros- 
perity the income of the fund would exceed the outgo, 
and that in years of less favorable business conditions 
the situation would be reversed. Thus, despite the 
brake to the accumulation of reserves which experi- 
ence rating plans have provided, contributions, plus 
interest, have exceeded benefit payments in all but 
two years since the program started. (See chart, page 
178.) As a consequence, the national reserve today 
amounts to about $7 billion. This is 8.9% of the 1949 
taxable pay roll and four times that year’s peak ex- 
penditures.? (See chart, page 179.) 

But this fund is not held in one big pool for all 
states to draw upon as they need money for benefits. 
Rather, it is credited to individual state accounts in 
accordance with their own collection-benefit experi- 
ence. At the close of 1949, reserves in five states were 
below 7% of taxable pay roll, while in eight states 
they were above 12%. (See chart, page 177.) Only 
in two states could the reserves be described as 
critical—Rhode Island and Massachusetts. In these 

1The standards proposed are these: Benefits for single persons 
should approximate 50% of normal earnings, up to a maximum of 
at least $30 a week. Additional allowances should be granted for 
individuals with dependents. The proportion of previous earnings 
replaced would vary with the number of dependents, up to a maxi- 
mum of 70% of wages, or $42, whichever is lower, for an individual 
with three or more dependents. . . . Benefits should be available for 
at least twenty-six weeks in a year to all workers who are out of work 
that long... . . At the same time that weekly benefits are raised the 
upper limit to the amount of wages taxed should be raised from 


$3,000 to $4,800 per worker, in line with the increases in wage levels.” 
Message to the Congress, April 6, 1950. 

*Had President Truman’s recommendations for increased coverage 
and benefits been in effect last year, he estimates that they would 
have resulted in about $850,000,000 more in benefits than the 
$1,736,000,000 which was actually paid out. The ccmbined cost of 
all benefits for all states under his proposals would have been about 
' 2.5% of taxable pay rolls in 1949 (on the basis of the proposed $4,800 
taxable wage limit) compared with actual costs of 2.2% in 1949 
(on the basis of the present $3,000 taxable wage limit). 


Table 1: Average Employer Contribution Rates 
for Unemployment Insurance 
Source: Bureau of Employment Security 
Per Cent of Taxable Pay Roll 


alncludes effect of war-risk contributions. 
bEstimated; excludes voluntary contributions. 


THE CONFERENCE BOARD 


May, 1950 


Table 2: Contribution Rates under State 
Experience Rating 


Source: Bureau of Employment Security 


Average 
Employer 
Contribu- 
tion Rate, 
19492 


Date | Maximum | Minimum 
Experience} Rate! Rate! 

ating 
Became 
Effective 


Type of Plan and State or 
Territory! 


% of Taxable Pay Roll 


Total, 51 states and territories 1.3 
Reserve Ratio Plan 
Arizona. (ac cket: Sites pert = 1/42 27 1.4 
Arkansas® ioe Sec sparen: 4/42 oT 1.2 
Californias \iabuets eee tela 1/41 oa, 1.8 
Colorado® ies eee eee 1/42 2.7 6 
District of Columbia........ 7/43 2.7 6 
Georgianeie: aap hatte 1/42 2.7 1.2 
Hawaild, nv (suveguem meee 4/41 2.7 1.2 
daha)! Wives die ere a. 7/43 2.7 2.0 
Tndianaa sii ferciecte sto aegis 1/40 oun mf 
Ben yyand cies esas ale tole youn sackets ial 1/42 3.6 1.3 
Kansas) cen isasees ase neers 1/41 2.7 1.0 
Kentucky*ja.s2 ee see 1/41 Qi 1.6 
Louisiana. sacar nieces a 10/45 2.7 9 1.6 
Maine. 3 cies stise se sees esas 7/43 2 ali 9 1.7 
Missourit )..5. 2 kee eee a 1/42 4.1 0 1.3 
Nebraska; {hpi sutra ata 1/40 Jeu A e al 
Nevada iii fee case some 7/45 2.7 At 1.6 
New Hampshire............ 1/41 ast 5 1.6 
New Jersey3.(2)/3 8.1. ..04). 1/42 3.6 3 1.1 
New Mexico®...:.........-- 1/42 3.6 3 1.8 
North Carolina?............ 1/43 2.7 ai 1.4 
North Dakota.............. 1/42 2.7 2 1.7 
Qbi08: Saar esata sient ee eh eat 1/42 3.2 8 7 
Oregonswe ye Si OL en a eels 7/41 2.7 3 1.7 
Pennsylvania®.............. 1/44 2.7 5 9 
South Carolina®............. 1/42 2.7 25 1.1 
South Dakota?.............. 1/40 2.7 9 
Tennessee! on. - son sncemytee 7/44 2.7 5 1.3 
West Virginia’.............. 1/41 2.7 1.4 
Wisconsin? 3.00) 7n eae? 1/38 4.0 AG 
Benefit-Wage Ratio Plan 
(Ala bamay en bos eset cche, ssi a 4/41 2.7 1.1 
Delawarey 0. ¢eee nce an 1/42 3.0 7 
MMlinois ey Hae. eee Oe. 1/43 2.7 1.0 
Massachusetts............-- 1/42 2.7 1.4 
New, Yorkeire, geeventestaiic « 7/45 2.7 1.9 
Oklahoma...............5.: 1/42 2.7 1.2 
Texas). 0). fer ene 1/41 3.3 9 
Wihrgrinaiss of bet 5 § cate een a 1/41 2.7 7 
Benefit-Ratio Plan 
Floridays 3/2 su. Sint eens 1/42 2.7 9 
Maryland) (32/55 = ae ies 1/43 2.7 1.1 
Michigan, W005 cek ase 1/42 4.0 1.8 
Minnesota®.. 20) 3 fii As eleye 1/41 3.0 5 
Vermonters Sane eiwek 1/41 2.7 1.3 
Wryoming sos. dante Saaete ee 1/42 2.7 p teat 
Pay-roll Variation® 
Alaska. tays cone morose 7/47 2.7 1.4 
Mississippise soar nue ae 7/48 2.7 1.3 
Montanar. ooacaaete ie cemale 1/47 yy 1.8 
/Rhode Island... .. 5.55.52: &. 7/47 2.7 1.8 
gahiiss Ais sen peta laks |. eee 7/47 a7 1.1 
Washington..............-. 1/47 2.7 Ah 
Compensable Separation Plan 
Connecticutiea isn des tee 4/41 deel : aul 


1As of January, 1950. 

2Estimated. Excludes voluntary contributions. 

3State law provides for voluntary contributions. , 

‘New York has three factors—quarterly pay-roll declines, age of firm, and the 
benefit-wage ratio. 1 

5Counting New York with the benefit factor rather than pay-roll declines. 

aMinimum rate is determined by the amount of surplus distributed each year, 
as contributions are reduced by credit certificates. If the credit certificate equals or 
exceeds an employer’s contribution due in the next year, he has, in effect, a zero 
rate. In 1949, the minimum effective rate in the state of Washington was 2.7%, as 
no surplus funds were available for distribution. 
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Reserves at End of 1949 Would Have Been Enough 
To Pay 1949 Benefits in All But Two States 
Source: Bureau of Employment Security 
Per Cent of 1949 Taxable Pay Roll 
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states, more money was paid out in benefits in 1949 
than remained in the reserve at the close of the year. 

A declining unemployment insurance claims load in 
the New England states during the first quarter of 
1950 reflects not only an upswing in employment but 
also the fact that many persons have exhausted their 
benefit rights. Unemployment insurance payments 
become less important to the body of unemployed 
with each succeeding year of job scarcity. If un- 
employment remains at a high level for any length 
of time, the real burden falls on the public assistance 
program (general relief) . 


FEDERAL “REINSURANCE”? GRANTS 


To help the states whose funds are running out, 
President Truman has proposed that reinsurance 
grants should be financed out of the 0.3% unemploy- 
ment tax which the Federal Government collects. 


1The Advisory Council on Social Security pointed out that “‘un- 
employment insurance, as it operates in all states, compensates the 
highest proportion of unemployed workers during peak levels of 
employment and the initial stages of an economic setback. As the 
depression deepens, a growing proportion of unemployed workers 
exhaust their benefit rights and find it difficult or impossible to get 
new jobs. During the later stages of a depression, although the 
absolute number of unemployed may be large, the percentage of 
the unemployed receiving benefits is much smaller than in the early 
stages.”—‘“‘Recommendations for Social Security Legislation,” 
Reports of the Advisory Council on Social Security to the Senate 
Committee on Finance, Senate Document No. 208, 80th Congress, 
Second Session, p. 191. 


Table 3: State Unemployment Insurance Claims, 
Continental United States 
Source: Bureau of Employment Security 


Weeks of 
Unemployment 

Covered by Con- 
tinued Claims 


Tnitial 
St. Claims! 
Average for Weeks Ending in: 


In Thousands 


1949) Januaryis sedis foils aeielers eee: 367.9 1,581.0 
REDEUALY : (acta o4 ees baleen te hee 323.1 1,788 .9 
Miaireliave cnet as Seanad Rersireted | oh, 304.7 1,946.3 
ADEs Bete et py dateca ics ies) San 341.7 1,964.4 
May iol tiactei vista satraiets aslexers © 342.4 2,050.0 
NUTLEN ie ws cteneve even eter cco aerate ens 327.4 2,048 .9 
pm eh tats ey LRA i) Nao 330.4 2,115.0 
ANIPUISEe  Vetepsseltbersiatt ela deneie is «cers 296.5 2,134.7 
Septembersye. sage see aiew ees 231.8 1,894.3 
Octobernnoeus eee heii s sek 312.2 1,820.7 
INOVemberseceeriieia wie tloletele ns tas 353.9 2,018.5 
Decembebietincct- saeceas art tins 365.6 2,196.2 

Week Ending 
NODO} SANMATY UT wiser atti ie wheres 424.1 2,260.4 
UAT chcegutahs eiacdrecehathie eter se s 409.8 2,418 .2 
SIR iiatacinte dates aa eaittens 359.1 2,385.7 
Qo aweiteremite tl etete eter ages 331.4 2,403.5 
RGDEUAL YY Mis inycpaitcicisistoiibeeterete 348.8 2,358 .6 
DU GRR Beer ariitte talatas 315.4 2,385.9 
LO ipa analeesias Cetera de eleiowe es 263.7 9,315.7 
Biren Ver eh oct isles a eeer ale ona he 255.9 2,263.9 
WEarchynanaucnttisanctacmtee aseeale ok 306.3 2,360.2 
DD Peter anates cat Speitehg arg tars lave Q74.8 2,260.8 
AB BUN so Peta S aah oes sake Syecweans 249.8 2,191.2 
Dee arenes wie alave evel a sterets.e% 248 .6 2,097.3 
IAP rilh Geach cakes ete aa ae a 252.4 2,004.9 
PPR oP eialgics oka ehatetas «Mls rete cds 343.9 1,868.8 


1Excludes transitional claims. 
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The “profit” which the United States Treasury has 
made on this tax has long been a bone of contention. 
What happens is that the receipts, instead of being 
used solely for unemployment insurance purposes, 
are deposited in the Treasury. Appropriations for 
the administration of unemployment insurance are in 
turn made from the Treasury. Since 1936, upwards 
of $1 billion more has been collected through the un- 
employment tax than has been paid out for adminis- 
tering unemployment insurance. 

Under the President’s proposal, the 0.3% tax would 
be paid into a special federal unemployment account 
in the Unemployment 
Trust Fund. This account 
would be used exclusively 
to pay the cost of state 9 
and federal administration 
of the employment secur- 
ity program, and the cost 
of reinsurance grants. 
Under H.R. 8059, a state 
would become eligible for 
a reinsurance grant for any 
calendar quarter begin- 
ning after June 30, 1950, 
whenever the balance in its 
fund on the last day of a 
calendar quarter falls below 
the benefits paid out dur- S35 
ing the preceding six See SEN 
months. The grants would 1940 = 1941 1942 
give the states $3 of federal “CONTRIBUTIONS AND INTEREST 
funds for every $1 which the state puts up for bene- 
fit payments in excess of 2% of taxable pay roll. There 
would be no other strings attached to the grants for 
the first two and one-half years of their existence. 
However, for calendar quarters commencing after 
December 31, 1952, a state would also have to meet 
a minimum rate requirement for eligibility. 

State employment security officials fear that these 
federal restrictions would usurp some of their admin- 
istrative control. They would prefer the loan arrange- 
ment which was on the books until recently.? 


1The official summary of the bill states that “in order for a state 
to be eligible for reinsurance grants after the computation date for the 
first taxable year beginning after December 31, 1952, it must have 
levied a tax rate of at least 1.2% on all covered employment if on 
the computation date for such taxable year the state’s unemployment 
fund has fallen below a specified margin of safety; namely, below 
6% of the most recent annual taxable pay roll or below the amount 
of compensation paid during the two years immediately preceding 
such date, whichever amount is greater.” 

2The War Mobilization and Reconversion Act of 1944 established 
a fund to provide advances, without interest, to states in danger of 
exhausting their reserves. This provision expired on July 1, 1947, 
but subsequent amendments extended it through 1949. The fund 
was authorized to hold the difference between the 0.8% federal 
unemployment tax and the actual state and federal administrative 
expenditures related to unemployment insurance. No appropri- 
ations were ever made to it, however, and no state ever applied for 
aloan. The Advisory Council on Social Security favored an extension 
of this type of provision. 
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A problem which is closely tied in with the loan 
or grant proposal is how to avoid tax boosts for un- 
employment insurance when employers can least af- 
ford the burden.t This is what is happening now 
under experience rating in the states which have been 
hardest hit by unemployment.” 

Rate reductions in years of prosperity and rate 
increases in years of depression do not make much 
sense from the point of view of sound business eco- 
nomics, but they are the concomitant of our present 
system of unemployment insurance financing. The 
Advisory Council on Social Security has suggested 


Unemployment Benefits Exceeded Collections by 50% in 1949.. 
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that one method of rendering the tax rate more stable 
is to set a minimum rate below which no state rate 
may fall even under experience rating. One obvious 
difficulty with this proposal is selecting a rate that will 
be suitable for fifty-one separate and distinct plans. 
Under the 1.2% minimum rate proposed in 1948 by 
the Advisory Council, five states would not be able 
to support an adequate benefit structure while three 


1The reason advanced by President Truman for providing re- 
insurance grants is that the states which may not be able to main- 
tain the solvency of their unemployment funds in a period of severe 
unemployment will not be forced to increase their tax rates unduly 
during periods of declining employment and pay rolls. Message to 
the Congress, April 6, 1950. 


"Information regarding state unemployment tax rates for 1950 is 
spotty. The full 2.7% rate is now being paid by employers in Wash- 


_ ington, Rhode Island, and New York. This will probably also be 


true in Massachusetts during the second half of the year. Reports 
from other states indicate that there is no general trend. Employers 
in some will have lower tax rates, some the same, and some higher 
than in 1949, 


5The present law places no floor under rate reduction through 
experience rating. The states set their own minimum. In twelve 
states, it may go to as low as zero. (See Table 3.) On the whole 
question of experience rating the Advisory Council concludes that 


: 
: 


“the federal interest in unemployment insurance does not require — 
prohibition of all experience rating but is concerned rather that — 


contribution rates reduced through experience rating are consistent 
with reasonably adequate benefit provisions and sound fiscal 
practice.” “Recommendations for Social Security Legislation,” 
op. cit., p. 170. 
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would continue to add to their reserves even during 
a period of heavy unemployment. 

_ Another method which has been suggested is to 
provide that, when business declines and unemploy- 
ment rises, the reserves previously accumulated 
should be used up to a large extent before the tax 
rates are raised. 

_ In effect, H.R. 8059 would do both these things, 
but they are hidden within its grant provision in the 
form of the eligibility requirements which would go 
into effect in 1953. The states are encouraged to let 
their unemployment reserves fall to a “margin of 


.. But Total Reserves at End of 1949 Were Still Near Peak 
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safety” (which is described in the bill as 6% of taxable 
pay roll, or total benefits payments in the preceding 
two years—whichever is higher). When reserves fall 
below that margin, the states must raise their tax rates 
to a minimum of 1.2% to ensure that they will qualify 
for grants when they need them. 

_ The reinsurance grant proposal, and the alternative 
suggestions for meeting the problems which have 
arisen in unemployment insurance financing, should be 
carefully studied. 


About Experience Rating 


} 


All state laws have in effect some system of experi- 
ence rating by which individual employers’ contribu- 
tion rates are varied from the standard rate (2.7%) 
on the basis of their experience with unemployment 
risk. (See Table 2.) This is made possible by a pro- 
vision in the Social Security Act which allows em- 

1The Advisory Council has recommended that this minimum rate 
be split equally between employer and employee and that it be 
levied on the first $4,200 of annual wages. In deriving its cost esti- 
mates, the Advisory Council took into account the amount of re- 
serves standing to the credit of the states on June 30, 1948, and 
assumed a business cycle of ten years’ duration. (See “Recom- 

mendations for Social Security Legislation,” op. cit., pages 189-203, 
for a description of their estimates.) 


Source: Bureau of Employment Security 
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ployers credit for contributions which they have been 
excused from paying under an approved state law 
(known as additional credit) . 

Wisconsin, the first state to establish an unem- 
ployment insurance program, set up a separate re- 
serve for each employer. To this reserve were credited 
the contributions of the employer, and from it were 
paid benefits to his employees. Most of the states 
enacted “pooled fund” laws on the theory that the 
risk of unemployment should be spread among all 
employers and that the workers should receive bene- 
fits regardless of the balance of the contributions 
paid by the individual em- 
ployer and the benefits paid 
to his workers. Now only 
Kentucky and North Caro- 
lina have “reserve account 
laws” and both laws pro- 
vide for a partial pool. Ac- 
cording to the federal regu- 
lations, an employer may 
receive additional credit for 
a lowered rate of contribu- 
tion to a pooled fund if the 
rates are based on not less 
than three years of experi- 
ence “with respect to un- 
employment or other fac- 
tors bearing a direct rela- 
tion to unemployment 
risk.” The requirements for 
additional credits in re- 
serve-account states are somewhat more complicated. 

There is tremendous variety in the experience- 
rating plans adopted by the states. The factor used 
to measure experience with unemployment is the 
chief variable, but no two states using the same factor 
have the same rate schedule. Present experience- 
rating systems may be classified broadly under the 
five following types: 
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° ° The reserve-ratio plan is used by thirty states. 
On each employer’s record are entered the amount of 
his pay roll, his contributions, and the benefits paid 
to his workers. All benefits are subtracted from the 
amount he has paid to the fund and the resulting bal- 
ance is divided by the pay roll. The quotient, known 
as the reserve ratio, is the index on which rates are 
assigned in accordance with a fixed schedule. 


°° The benefit-ratio plan is used by six states. 
Benefits paid in the most recent three years are di- 
vided by the pay roll for that period to arrive at the 
index for rate variation. This formula differs from 
the reserve ration in two major respects—contribu- 
tions are eliminated from the calculation and it is 
geared to short-term experience. 


© ¢ The benefit-wage ratio plan is used in eight 
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states. Under this formula, when a worker receives 
unemployment benefits, each of his former employers 
is charged with the wages which that employer paid 
the worker during the base year. These are known as 
benefit wages. The relative experience of an em- 
ployer, z.e., the “employer’s experience factor,” is the 
proportion such benefit wages represent of his total 
taxable pay roll over a three-year period. To deter- 
mine the rate payable, this is correlated with the 
“state experience factor’—the ratio of all benefits 
paid in the state during the same three years to total 
benefit wages charged to employers. This is done by 
reference to a table of rates. The rates assigned by 
the table are roughly equivalent to the product of the 
employer’s experience factor and the state experience 
factor, and are designed to raise sufficient funds 
merely to replenish benefits paid the previous year. 


°° The compensable-separations plan is used by 
only one state—Connecticut. The measure of experi- 
ence under this plan is the weekly unemployment in- 
surance benefit amount. The employer’s aggregate 
pay roll for three years is divided by the sum of the 
weekly benefit amounts charged to him during the 
same period to establish his experience-rating index. 
Rates are assigned on the basis of an array of the 
indexes in accordance with a statutory schedule. 


°°¢ The pay-roll variation plan is used alone, or 
in combination with other factors, in seven states. 
An employer’s experience with unemployment is 
measured by the decline in his pay rolls (expressed 


as a percentage of the pay roll from year to year or 
from quarter to quarter. 

Thirty-seven laws now contain some requirement 
of a minimum fund balance before any reduced rate 
may be granted. This minimum balance may be ex- 
pressed in terms of millions of dollars, a multiple of 
benefits paid or contributions collected in a specified 
past year, a percentage of pay rolls in certain past 
years, or some combination of these. 

Employers may obtain reduced rates by voluntary 
contributions in nineteen states. The purpose of the 
voluntary contribution in reserve-ratio states is to 
increase the balance in the employer’s reserve so that 
he is assigned a lower rate which will save him more 
than the amount of the voluntary contribution. In 
Minnesota, an employer is permitted to pay voluntary 
contributions to cancel benefit charges to his account 
and thus reduce his benefit ratio. 

Twelve states at some time during the period 1943- 
1946 collected special war-risk taxes for unemploy- 
ment insurance. These additional rates were imposed 
on the assumption that employers whose pay rolls in- 
creased substantially during the war would probably 
lay off large numbers of workers at the end of the 
war and cause a severe strain on the unemployment 
trust funds. 

The effect of war-risk taxes on the average em- 
ployer contribution rate for the country as a whole 
was negligible. 

Mruum Civic 
Division of Business Economics 


Housefurnishings Prop Department Store Sales 


OR THE first three and a half months of this 
year, department store sales have held almost 
even with 1949’s dollar volume for the same period. 
Last year, sales slid off 6% from 1948 for the year, 
- and some months fell as much as 10% or 15% be- 
hind. Thus the downtrend has been stemmed so far. 
The key to this improvement lies in a turnabout 
in the housefurnishings departments (see table). Last 
year, sales in these lines were off 7%, but they are 
up as much as 10% for the first two months of 
this year (the latest data available)—enough to 
keep over-all store sales within hailing distance of 
last year’s figures. Housefurnishings currently ac- 
count for more than a fourth of all department store 
sales. 
Other major lines have continued to slide. Sales 
1Department store sales this year ran behind 1949 by 3% for the 


first two months, by 2% for the first quarter, and by 3% for the 
first fifteen weeks. 


of women’s apparel and accessories were off 10%, 
largely owing to poor business in women’s coats. Sales 
of men’s and boys’ wear were down 5% in the first 
two months. Lines affected by excise taxes have 
been faring badly—with silverware and jewelry off 
9%, luggage down 10%, and furs slumping 23%— 
perhaps in part because consumers have been await- 
ing a tax cut. ; 

The outstanding feature among housefurnishings,! 
of course, has been the _ radio-phonograph-tele- 
vision section, with a 121% sales gain over early 
1949. Television’s land-office business has been espe- 
cially noteworthy in light of the substantially lower 
prices prevailing now, compared with those in the 
opening months of last year. Current gains far out- 


1This group includes furniture and bedding, domestic floor cover- 
ings, draperies, curtains, upholstery, lamps and shades, china and 
glassware, major household appliances, housewares (including minor 
appliances), gift shop, radios, phonographs, television, pianos, 
records, sheet music, and instruments. 
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strip the 30% sales advance in this department last 
year over 1948. 

Sales of furniture and bedding advanced by 12% 
over 1949 in the first two months, while major house- 
hold appliances! chalked up an increase of 18%. Sales 
of appliances, which lagged 31% behind 1948 in the 
first three quarters of last year, exhibited enough re- 
newed strength in the last quarter of 1949 to match 
the 1948 figure, and now are spurting. 


ALL OVER THE NATION 


All over the nation, wherever department store 
sales are good, housefurnishings are a main reason. 
Stores in Boston, Philadelphia, Atlanta, and Dallas 
Reserve districts had gains of over 15% in that group 
this year, and of course department stores in these 
regions are showing the best over-all sales results. 
St. Louis and Minneapolis district stores have also 
done better than average in housefurnishings and in 
total store sales. Last year, Boston, Atlanta and 
Richmond fared better than the nation as a whole in 
this group and in total sales. In most districts, 
gains have also been made this year in almost all 
subgroups of housefurnishings. Floor coverings and 


Housefurnishings’ Share of Total Department 
Store Sales Shows Gains 


Sources: Federal Reserve; Bureau of the Census; 
Tar ConrereNceE Boarp 
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1As a % of total department store sales. 

aShare of total for these two months is smaller than annual share owing to seasonal 
fluctuations (as in 1949), Yet two-month data show shift in shares over the past year. 

eEstimated. 
housewares (including minor appliances) have been 
the exceptions, showing a decline in sales during the 
first two months of 1950 from the same period in 1949. 
Major household appliances have been the pace setter, 


next to television. 


SEEK OUT THE DISCOUNT HOUSE 


Not so in New York and Chicago, however. In 
those districts, store sales of major appliances have 
been running behind last year’s. One New York 
store executive explains the sag in New York stores’ 


1Major household appliances include air-conditioning units, electric 
freezers, frozen food units, garbage disposal units, ironers, kitchen 
units, refrigerators, sewing machines, stoves, sun lamps, vacuum 
cleaners and washing machines. 


appliance sales in this way: “Our staff is working 
harder than ever at selling electric housewares. But 
they are not consummating the number of sales they 
should for the effort put into them. The reason is 
discount houses. They are reaping the fruits of our 
efforts. Discount house customers are easy to spot. 
Slip in hand, such a customer usually asks to see a 


Department Stores’ Competitive Shares in Major 
Lines Show Divergent Trends 


Sources: Federal Reserve; Bureau of the Census; 
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Related types of business include apparel stores, housefurnishings stores, hardware 
stores, jewelry stores, drug stores, general stores (including general merchandise 
with food), dry goods and other general merchandise and variety stores. 

2Department store sales of “other” lines consist of total department store sales 
minus sales of apparel and housetornielings. Related types of business are those 
listed above minus apparel and housefurnishings stores. 


special model of an appliance. He’s not bashful. He 
takes plenty of the clerk’s time learning all the fea- 
tures. Then he walks off. We presell appliances for 
the discount houses.” 

Competition for appliance business is sharpest in 
these districts but not confined to them. Discount 
houses sell below fair-trade price levels, while depart- 
ment stores adhere to the law and many more dis- 
count houses are found in the big cities. However, 
small independent retailers generally, in all districts, 
are likely to find it easier to shave prices from the 
fair trade lists than the big stores. 

Thus it is not because of competitive gains in the 
field—but in spite of competitive losses—that depart- 
ment stores are doing more housefurnishings business 
this year than last. Sales in the whole field are 
booming again—outside of department stores they are 
up 13% over last year. The upsurge in home building 
has a lot to do with the bulge. In general, sales of 
furniture, appliances, and other furnishings started 
rising again in the fall of 1949, after prices had de- 
clined to a two-year low and inventories had been 
drained. The revival helped to carry department 
store sales forward. 

The housefurnishings lines generally have played 
a big role in department stores’ changing fortunes 
all during the past two decades. Competitive shifts 
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between department stores and related types of busi- 
ness have also been important. 

Last year, for example, total housefurnishings vol- 
ume fell 7% from 1948 while over-all store sales 
dipped 6%. Women’s apparel sales also fell 7%, but 
those of men’s and boys’ wear only 4%. Price reduc- 
tions, clearance sales, and switchovers to lower price 
lines accounted for most of the dollar drop in the 
apparel lines and even in other departments. So 
unit volume held up well in 1949. While the radio- 
television department gained 30%, the major appli- 
ances dropped off 25% for the year. The sharp 
changes within the housefurnishings group were out- 
standing in the 1949 record. 

During the war and earlier postwar years, house- 
furnishing sales also moved the most spectacularly 
of all department sales. Owing to production 
limitations, appliance sales in stores fell to a sixth 
of their 1941 volume in 1944. The total of housefur- 
nishings also lagged, if less seriously. Dollar volume 
rose only a few percentage points over prewar. Ap- 
parel sales gained sharply in the war years, more in 
women’s wear than men’s wear. 


POSTWAR PACEMAKER 


With the end of the war, and the resumption of 
durable goods output, housefurnishings naturally 
staged a comeback, paced by the appliances. Their 
spurt accounted for two fifths of over-all gains in de- 
partment store sales from 1945 to 1948. The apparel 
lines were climbing much more slowly. Not only did 
men’s and boys’ wear lag, but also sales of a specialty 
like furs started to fall and last year ended up about 
where they were in 1941, at around $75 million. 

In the decade before the war, total store volume 
was spurred especially by housefurnishings depart- 
ments. Their share of the store totals advanced from 
about a fifth in 1929 to about a fourth a decade later. 
Naturally, the share fell in the war years to below 
one fifth, but recovered by 1949 to one fourth again. 
Recent homefurnishings gains and lags in apparel 
sales have boosted the home lines’ share again. 

Those prewar gains of the stores’ housefurnishings 

‘business were largely competitive, at the expense of 
independent stores operating directly in the field. 
That fact makes the current competitive downtrend 
of department stores in this field particularly note- 
worthy. In 1929, housefurnishings sales of depart- 
ment stores were only about one fourth as large as 
sales of similar goods in stores specializing in fur- 
niture, appliances, and similar lines. By 1939, they 
were up to about one half as much as sales in the 
home-furnishings stores. 

Department stores also made competitive gains in 
the apparel field during that period. Their sales of 
apparel were 44% as large as sales of apparel stores 
in 1929; by 1939, their sales were 55% as large. 
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In the remaining departments, including small 
wares, piece goods and a variety of miscellaneous 
goods,! the stores made no major competitive ad- 
vances during the Thitties. 

So the over-all ratio of department store sales to 
the total sales of related types of stores” rose from 
26.6% in 1929 to 35.3% in 1939. This competitive 
gain, largely won in the early depression years, has 
been generally maintained. Since 1933, the ratio has 
been holding up pretty consistently, ranging from 
32.7% in 1943 to 35.7% in 1938. An explanation of 
the gains made by department stores in their com- 
petitive position with stores selling similar goods is 
succinctly stated in the 1939 Census of Retail Trade: 


“Tt is believed that the increased preference of the 
public for department stores results from the shopping 
convenience of bringmg together under one roof and 
management what is in effect a number of related stores 
in various kinds of business, with uniform policies and 
services to shoppers, including charge accounts and de- 
liveries. The grouping also permits the provision at 
small cost of many shopping conveniences not obtainable 
in small stores, employment of a higher grade of mer- 
chandising and advertising personnel and more effective 
use of newspaper space.” 


Since prewar days, department stores have held 
their own, statistically speaking, in terms of their 
share of total retail sales in related fields. Actually, 
the trends in specific lines have been diverse. The 
stores’ share of apparel sales has risen slightly. But 
their competitive share of the housefurnishings busi- 
ness has dropped. Now department stores sell only 
three eighths as much as other stores in this field, 
instead of half as much, as in 1939. 


A STATISTICAL PUZZLE 


The substantial competitive drop of department 
stores in the housefurnishings field over the last 
decade itself poses a statistical puzzle. The house- 
furnishings field as a whole is itself diverse. The stores 
do not hold equal competitive shares in all fields of 
furnishings. They account for a larger segment, for 
example, of business in furniture and bedding than 
they do of sales of major appliances. Nor have sales 
trends in all these fields been the same in the past 
decade. Appliance sales have risen more than furni- 
ture sales, for example. Larger gains in those house- 
furnishing lines where department stores do less of 
the total business adversely affect the department 
stores’ over-all shares in this group. 


1Small wares include laces, embroideries, notions, toilet articles, 
silverware and jewlery, art needlework, books and stationery. 
Miscellaneous merchandise consists of toys, games, sporting goods, 
cameras, and luggage. 

2Related types of business include apparel stores, housefurnishings 
stores, hardware stores, jewelry stores, drug stores, general stores 
(including general merchandise with food), dry goods and other 
general merchandise and variety stores. 

3Bureau of the Census, “Census of Business, Retail Trade,” 
part I, 1939, p. 15. 
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However, it is not possible from available data to 
distinguish how much of the apparent competitive 
loss of department stores in the housefurnishings 
field over the past decade is purely statistical and how 
much is real. The sharp decline in the over-all per- 
centage of business does indicate some real competi- 
tive loss. And one of the reasons, so recently high- 
lighted, certainly arises from competition from dis- 
count houses in the appliance field. 


Right now, in short, housefurnishings pose an an- 
omaly for department stores. Rising sales in the field 
are the main source of improvement in over-all store 
sales. Yet department stores appear to have been 
losing in the sales competition in the business over 
the past decade. 


For the next few months, the housefurnishings 
group is expected to roll up sales figures substan- 
tially above last year’s first half. Home-building 
starts in the first quarter ran 60% above last year, 
and these homes will be completed and furnished in 
coming months. Television business also continues 
strong. 


More generally, consumer incomes are high and 
have advanced somewhat from their levels at the end 
of last year. Too, while the peak of payments of the 
veterans’ insurance dividend is past, they will con- 
tinue to bolster sales somewhat in the current quarter. 


OUTLOOK 


So department store sales for the second quarter 
are expected to be at least as good as the first quarter, 
on a seasonally adjusted basis. And the total for the 
first six months of this year should come fairly close 
to equaling last year’s first-half figure. If there is a 
dip, it is expected to be quite small—possibly 2% or 
3%. However, prices have come down and there is 
a more plentiful supply of lower-priced items in 
many lines. Therefore, physical volume of business 
will probably exceed 1949’s January-June perform- 
ance. Dollar sales of apparel will probably lag a 
little behind the first six months of 1949. Excise-tax 
items are expected to fall short of last year’s first- 
half sales. 

Suirtey S. Horrman 
Division of Business Economics 


Independents Win More Grocery Dollars 


O FAR this year—for the first time since the end 

of the war—independent stores appear to be 
forging ahead again in their competitive race with 
chain stores for the consumer’s food dollar. 

Certainly they have been doing as well as the 
chains for more than a year. Moreover, the major 
national chains are losing ground, while the smaller 
regional chains are gaining. These trends are of par- 
ticular interest since the antitrust prosecution of the 
Great Atlantic and Pacific Tea Company instituted 
by the Justice Department in September, 1949, is still 
before the courts. 

The postwar pattern highlights the fact that the 
main competitive trend in the retail food business 
has been from small to larger-scale (but not giant- 
size) merchandising by both independents and chains, 
rather than from independent stores to chains. 


INDEPENDENTS GAIN 


The first two months of this year (latest data 
available) favored the independent over the chain 
for the first time since mid-1945. In dollar volume, 
grocery chain sales fell 0.8%, while independents’ 
rose 1.6% above January-February, 1949. The share 
of total grocery and combination store sales enjoyed 
by chains fell about 1% (see chart) 1 


1Grocery stores are defined by the Census as those stores primarily 
engaged in selling at retail all sorts of grocery products, including 


Last year the chain share of the business had al- 
ready flattened out. It moved up and down from 
quarter to quarter during the year, but ended up 
where it started, at 39.8% of the total. 


NEW POSTWAR PATTERN 


The recovery of the independents reverses both the 
postwar and the prewar economic pattern. The war 
years set the chains back considerably. Independents 
naturally were policed less strictly than chains for 
strict adherence to government price and rationing 
regulations. They benefited accordingly. But once 
controls were lifted the chains moved more rapidly. 
They stepped up advertising and promotion cam- 
paigns, built new stores and intensified price compe- 
tition just when housewives were becoming more 
price conscious. By 1948, chains had more than 
regained their prewar competitive positions, account- 
ing for 39.4% of the sales as against a low of 33.3% 
in 1945. 

In the prewar pattern, chain sales were relatively 
high (44% in 1933) when incomes were low, while 
chain sales were lower (39% in 1929 and 1941) when 
purchasing power was more plentiful. This is clear 


prepared meats, fresh fish and poultry and fresh fruits and vegetables. 
Combination stores sell groceries in combination with fresh meats. 
Chain stores are defined as groups of four or more stores with central 
buying and ownership. 
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Independents Gaining on Chains in Grocery Business?! 
Chains as Per Cent of Total 


Index Numbers, 1935-1939 Average=100 


QUARTERLY. 
SEASONALLY ADJUSTED 


929 33 37 4) 45 “46 47 = 48 49 °50 
Sources: Department of Commerce; THz CoNFERENCE Boarp 
1Sales of grocery and combination stores. 

from the 1929-1939 sales swings among chains and 
independents. It reflected housewives’ changing sen- 
sitivity to the chains’ price advantages and the in- 
ability of some independents to stay in business in 
bad times. 

However, another factor that played a role in the 
Thirties was the sliding tax scale applied in some 
states to food-store units. The tax per store increased 
with the number of stores per company. Chains, 
therefore, were taxed more heavily per unit than in- 
dependents. So chains tended to cut down on their 
number of stores. 

This pattern obviously does not explain the cur- 
rent chain downtrend. In the first two months of 
1950, unemployment increased and hard-goods com- 
petition for the consumer’s dollar sharpened. Such 
conditions should benefit chains, according to the 
prewar experience. How then explain the independ- 
ents’ current upswing? 


HOW IT’S DONE 


The answer lies in two improvements in indepen- 
dent store merchandising: (1) They entered organi- 
zations for more effective wholesale buying; and (2) 
they bettered store operating methods, including a 
shift to modern self-service superettes. Independents 
generally made good profits during the war which 
they have been able to invest for those purposes. 

Although exact data are unavailable, more than 
half of independent store sales are now going to 
“affiliated” grocers, according to Progressive Grocer 
figures.1 They indicate that the proportion is 52% as 
against 47% back in 1939. Independent grocers have 


‘Data are those of grocery and combination stores compiled by 
the Department of Commerce, unless otherwise stated. 


been voluntarily banding together with wholesalers 
for greater economy and efficiency. One method is 
for retailers to organize or largely own a wholesale 
grocery company which operates a warehouse and 
does a regular wholesale grocery business. Or retail- 
ers may get together informally for cooperative buy- 
ing or advertising even if they have no warehouse. 
In some cases, a wholesaler sponsors an affiliation 
with retail grocers. These various forms of coopera- 
tive activity may encompass, for any individual 
store, anything from 1% to 99% of its merchandise. 

By now, too, over half the business of the indepen- 
dents is done by self-service groceries, which number 
only a fifth of all stores. Their dollar volume rose 5% 
last year—a bigger gain than that of either chains or 
the other independents. These superettes are medium- 
sized supermarkets, with most of the advantages of 
the very large store. Again, these are figures of The 
Progressive Grocer which indicate main trends, if not 
the precision of a governmental census. 

Self-service is growing particularly among the me- 
dium and larger independent stores. A survey! of 
stores with weekly sales of $1,000 or more (1949 dol- 
lars) reveals the following rate of expansion: 

% ah raed with % of Sales in Self- 


ervice Service Stores 
1989) ccncid ica ee Oeee Coane 6 13 
LOA os ath eaceegtees bree nar nee 7 15 
OAS i, cD i, SA rant coe ent geen 17 Q7 
L945 a Pike ete eee Oren ee. 25 36 
TORT Bi cht eee ane een erate 39 53 
TOOL OL) Pern ai Reheat eee eerie 48 64 


The largest-sized independents last year performed 
most spectacularly, making a 12% gain in sales over 
1948. The greatest concentration of 1949 volume 
still was among the group with $100,000-$200,000 


1Exact data unavailable. 
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annual sales, as in 1948—but back five years before, in 
1944, independent stores with less than $20,000 annual 
sales boasted the greatest percentage of volume.’ 

Even before the war, independents were beginning 
to stand off chain competition in the urban, more in- 
dustrialized areas. Between 1935 and 1939, the chain 
share of grocery sales declined in the five states where 
their proportion had been highest. Typical drops 
were from 47% to 43% in Rhode Island, from 48% 
to 45% in Massachusetts, from 45% to 43% in 
Illinois. Compensating gains in less densely popu- 
lated states where the chains’ share had been low 
served to maintain the chains’ over-all United States 
average share. Among the largest relative gains were 
those from 16% to 25% in Montana, and 22% to 
29% in Nevada? 

Other factors were operating in this period, too, 
however. One of the most important, already men- 
tioned, is the sliding tax per store in some states. 

In short, the trend over the past two decades has 
not run simply from the independents to the chains. 
It has been a trend toward larger-scale food merchan- 
dising, whether performed by chains or independents. 


SPECIALTY STORES LOSE OUT 


Grocery combinations—chain or independent— 
have been supplanting independent food specialty 
stores like the fruit and vegetable market, the meat 
store, and the corner delicatessen. Dollar sales of 
food specialty stores advanced only a third as much 
from 1929 to 1949 as those of the grocery combina- 
tions, chain or independent. Food sales of country 
general stores declined precipitously from 1929 to 
1939 (latest available data) .2 Most of these specialty 
and country food stores, of course, were independents. 
Absorption of their business by combination stores, 
among which chains bulk large, has meant a somewhat 
over-all trend toward more chain-store sales. 

Data of The Progressive Grocer on all grocery sales, 
including delicatessens, etc., show a rise in the chain 
share of total food sales from 32% to 39% over the 
past twenty years. This gain reflects the losses of the 
independent specialty food stores to chains. Figures 
of the Department of Commerce (see chart), includ- 
ing only grocery and combination stores, show rela- 
tively little rise for the chains in those twenty years 
—from 38.5% in 1929 to 39.8% in 1949, after various 
swings back and forth in the interim. 

This is perhaps the best explanation of the puzzling 
statistical discrepancy between the data of The Pro- 
gressive Grocer and the Department of Commerce, 
which involves questions as to the definitions of 
specialty, grocery and other food stores. 

1The Progressive Grocer. 


2Census data adjusted by The Progressive Grocer to include delica- 
tessen stores and grocery sales of country general stores, farm and 
feed stores and department stores, etc. 


8The Progressive Grocer. 


Competitive trends among the chains have been 
diverse. But, if anything, they have favored the 
smaller-scale regional chains! rather than the national 
giants. The share of total chain business done by the 
big three national chains—A&P, Safeway, and Kroger 
—declined from 54% in 1939 to 51% in 1948. Mean- 
while, the share of eight smaller regional chains rose 
from 15.8% to 18.5% in these nine years. Safeway 
and Kroger did as well as other chains during the 
war, but less well since then. A&P stores, on the other 
hand, suffered a major loss in their share of both the 
total food and the total chain food business during 
the war. Since then, they have done as well as other 
chains in regaining ground in the food business. 

Chains have led the way in the abandonment of 
counter-service stores for self-service supermarkets. 
Dollar volume per store, at the latest count, ran about 
five times the 1939 figure—and physical volume has 
much more than doubled. The number of chain 
food stores has dropped some 13% since 1946, 33% 
since 1939, and almost one half since 1935. 

There were 6% fewer independent grocery and com- 
bination stores in 1949 than there were ten years 
before. But their dollar volume averaged about three 
times as large—and the physical volume per store av- 
eraged about 50% higher than in 1939, after correct- 
ing for higher prices. In the last two or three years, 
however, the number of independent food stores has 
not changed very much. 

It is worth noting, however, that the chains’ much 
more rapid shift to big stores has not raised their 
share of total food business among grocery and com- 
bination stores. A&P, the biggest food chain, has cut 
the number of its stores most drastically—70% since 
1929—and boosted dollar sales per store more than 
nine times. In total, its retail business in this twenty- 
year period has grown two thirds as fast as that of 
total grocery chains—including those established at 
that time and those formed since. 


Rose Namwicu 
Division of Business Economics 


lIncludes the eight chains with highest annual sales, other than 
A&P, Safeway and Kroger. 


Business Forecasts 


V. Lewis Bassie, director, Bureau of Economic and Busi- 
ness Research, University of Illinois (Illinois Business Re- 
view, March) —“The net effect by the end of 1950 should 
be upward . . . into the first half of 1951. . . . Any fur- 
ther weakening in the price structure is likely to be limited. 
. . . Reported net profit may ... be something like 15% 
higher in 1950 than in 1949.” 

Sumner H. Slichter, professor, Harvard University (in 
an address before the Dairy Industry Supply Association, 
March 17)—“The pent-up demand for automobiles and 
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housing is likely to sustain the general level of production 
for some months more. When the demand . . . drops, 
there may be a decline in the total demand for goods. . . . 
Some further drop in production and employment is likely 
before the transition has been completed. I do not believe 
that contraction in production and employment will begin 
until the latter half of 1950 at the earliest and perhaps not 
until 1951. . . . In the absence of special measures to dis- 
courage contraction, I would not expect the gross national 
product during contraction to fall below an annual rate of 
about $240 or $245 billion, or for the annual average of 
monthly unemployment figures to get up much above 5 
million.” 


Finance 


Edwin G. Nourse, economist (address to the Investment 
Bankers Association of America, March 29)—“The figure 
for consumer credit in December, 1949, stood at an all- 
time high of $18.8 billion, and in both November and De- 
cember showed unprecedented month-to-month increases. 
It does not seem likely that the consumer goods market 
in the latter part of 1950 and in 1951 can be sustained 
through a similar rate of increase.” 

Roy L. Reierson, vice-president, Bankers Trust Company 
(in an address to the Graduate School of Banking, New 
York City, March 18)—“Government policies are likely 
to lead to somewhat greater stability in the trend of total 
earning assets of commercial banks. . . . The volume of 
bank investments is likely to rise over the years. . . . Real 
estate and consumer loans . . . have not yet reached their 
peaks, although the rate of increase is likely to slow down 
later this year. The outlook for business loans is less 
cheering. The present volume of loans for working capital 
purposes already reflects a high rate of business activity. 
. . . Except for seasonal changes, further increases over the 
term are likely to be modest.” 


Foreign Trade 


Thomas R. Wilson, chief, Areas Division, Office of Inter- 
national Trade, Department of Commerce (in an address 
before the Export Managers Club, March 21)—“The ex- 
port surplus should narrow considerably this year, perhaps 
to a total of the order of $3 billion. . . . It would seem 
reasonable to anticipate a moderate increase of imports 
above last year’s fourth-quarter rates to a total of around 
$7.5 billion and a fairly stable export level, or possibly a 
“quite moderate export decline from the annual rate of $10.5 
billion manifested in the fourth quarter.” 


Construction Materials 


Charles Warner, chairman of the board, Warner Com- 
pany (annual report, April 3)—“So far as sand, gravel and 
concrete are concerned, it appears that our aggregate sales 
for 1950 will again increase over the preceding year... . 
Indications [are] for quite full operation of [lime products 
plants.] . . . While we anticipate an increase in sales vol- 
ume, we also look for a moderate reduction in our unit 
margins of profit due to some further increase in costs which 
cannot now be adequately offset by price increases.” 

H. A. Hanlon, president, Northeastern Lumber Manu- 
facturers Association (in an address to the group’s annual 
convention, April 14)—“In almost the same month as it 


happened last year, a large segment of the [lumber] indus- 
try will again find itself wondering whether they are mak- 
ing a profit or not. The price drop at that time could 
possibly be more severe than a year ago, and could be of 
longer duration, but the final result will be the same—that 
production will again taper off, most mills will adjust their 
production to sales and will cease to produce when produc- 
tions costs and sales prices do not allow profit. The long- 
term picture for lumber is certainly very healthy.” 


Employment 


American Federation of Labor (Labor's Monthly Survey, 
March) —“There is at present no prospect that business 
activity will increase enough in 1950 to restore full employ- 
ment. Meanwhile, new workers coming into the labor force 
increase the number out of work. . . . Production recovery 
will bring some of the unemployed back to work, but the 
present rise is expected to level off at a rate considerably 
below that of 1948, the year of maximum postwar employ- 
ment.” 


Carloadings 


Association of American Railroads, Regional Shippers Ad- 
visory Boards (April 4) “Freight carloadings in the second 
quarter of 1950 are expected to be 1.4% above those in the 
same period in 1949.” 


Aircraft 

William Kroger, assistant managing editor (Aviation 
Week, March 27)—“The one-and-a-half-billion dollar air- 
craft manufacturing industry is taking off on its biggest 
postwar year. . . . Gross Income and profits will be up in 
1950. . . . Even if procurement cutbacks are announced, 
they will not materially affect industry results much before 
mid-1951, leading manufacturers predict in their 1949 an- 
nual reports.” 


Steel 

Republic Steel Corporation (annual report, March 27) 
—“The outlook for the steel business appears to be good. 
With the coal strike behind us we look for a sustained high 
rate of operations. Some reduction may take place in the 
middle of the year .. . but, for the year as a whole, volume 
should compare favorably with that for 1949. All signs 
indicate a continuing strong demand for steel products in 
the years immediately ahead.” 

E. T. Weir, chairman of the board, National Steel Cor- 
poration (annual report, March 15)—“We expect to have 
satisfactory and profitable operations in the first half of 
1950, but believe that the second half will show a reduction 
in the demand for steel, and, consequently, in production.” 


Construction 

Engineering News-Record (March 23)—“The prospects 
are that 1950 will see new construction of all kinds at the 
1949 level—and perhaps slightly above it. Engineering con- 
struction as measured by ENR’s contract awards—a gain 
of 5% or more to top $8.5 billion. Wage rates and material 
costs are fairly stable. Better efficiency, however, can bring 
down prices to buyers. Strong competition in the materials 
and equipment fields. Adequate financing for the volume of 
public and private work expected.” 


(Continued on page 208) 
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Consumers’ Prices Down in February 


HE consumers’ price index for moderate income 

families in the United States decreased 0.3% from 
January 15, 1950, to February 15, 1950, according to 
THE CONFERENCE Boarp. It stood at 158.9 (January 
1939=100) against 159.3 in January this year and 
161.2 in February, 1949. 

Food, the most heavily weighted component of 
the index, recorded the greatest month-to-month drop. 
The items showing the largest decreases were green 
beans, lettuce, onions, lard, eggs and carrots. These 
were offset in part by increases in pork chops, whole 
ham, and oranges. 

Other decreases in February were 0.3% for cloth- 
ing and 0.1% for sundries. Among the specific com- 
modities marked down were women’s fall and winter 
coats, and men’s suits and topcoats. Cleaning mate- 
rials recorded a decline while housefurnishings and 
fuel showed increases over the month, rising 0.3% 
and 0.2% respectively. Rugs and bituminous coal 
also showed increases. 

Compared with a year ago, living costs showed 
divergent trends. Food costs were down 3.4%; hous- 
ing was up 2.4%; clothing was down 6.2%; fuel was 
up 1.0%; housefurnishings were down 5.3% and sun- 
dries were up 1.6%. 

Of the fifty-nine cities surveyed in February, seven- 
teen experienced over-all price rises since January, 
ranging from 0.1% in Denver, Indianapolis, Mil- 
waukee, Rockford and St. Paul, to a high of 0.6% in 
Huntington, West Virginia. For the same period, 
thirty-eight cities showed decreases, while four re- 
mained unchanged. 

The consumer’s dollar bought 0.2% more in Febru- 
ary than it did in January and 1.5% more this year 
than in February, 1949. Actually, there has been a 
good deal of stability since the latter part of 1948, 
when the upward thrust of the postwar period petered 
out. 


NEW INDEX SCHEDULE 


Beginning with the March, 1950 quotations, THE 
ConrFERENCE Boarp’s index of consumers’ prices will 
no longer be compiled every month for all 54 cities. 
A shift to a modified quarterly reporting system is be- 
ing made in view of the comparative stability of con- 
sumers’ prices over the past year. In the event that 
retail prices of consumer goods and services begin to 
fluctuate widely, our reporting procedure will be re- 
examined. 

Price movements in ten key cities will be measured 
monthly. The other forty-four cities will be covered 


quarterly on a staggered schedule, a third of them 
every month. Thus, there will continue to be a 
monthly index, and prices in each of the cities will be 
measured at least once every quarter. 

The cities to be covered by THE CONFERENCE 
Boarvd’s consumers’ price indexes and the months 
in which they will be surveyed are listed in the fol- 
lowing table. 


Cities for Consumers’ Price Index 


January, April, February, May, March, June, 


Every Month July and August and September and 
October November December 
Birmingham [Baltimore Akron Atlanta 
Boston Bridgeport Chattanooga (Buffalo 
Chicago Dayton Cincinnati Cleveland 
Denver Erie, Pa. Dallas Des Moines 
Detroit Grand Rapids | Duluth Evansville 
Indianapolis |Green Bay Fall River Huntington 
Los Angeles |Houston Muskegon Kansas City, Mo. 
New Orleans |Memphis New Haven __|Lansing 
New York Minneapolis- Pittsburgh Louisville 
Philadelphia St. Paul Richmond Milwaukee 
Newark Rochester Portland 
Omaha St. Louis Providence 
Roanoke San Francisco- |Spokane 
Sacramento Oakland Toledo 
Seattle Wilmington Trenton 
Syracuse 


A monthly consumers’ price index for ten United 
States cities will describe the bulk of the movements 
of consumers’ prices. This will be augmented by the 
quarterly indexes for the other cities. These in turn 
will dovetail into a comprehensive monthly index for 
all cities combined. 

The division of the forty-four “quarterly” cities 
into three groups has been planned to make each 
group as nearly as possible like the other two from 
the viewpoint of consumers’ price movements. This 
was accomplished by apportioning the cities among 
the groups on the basis of population and geographic 
considerations. Thus, the continuity between the 
old consumers’ price index for the United States and 
the new consumers’ price index for fifty-four United 
States cities is not destroyed. 

Formerly, rents were surveyed in January, April, 
July, and October for all cities. The new program 
calls for a survey of one third of the cities every 
month.t Thus, a monthly reading may be taken from 
the combined-cities indexes, though in any given city 
the measurement of movements in rent levels will 
continue on a quarterly schedule. 

SuirLey Fass 
Statistical Division 
1This applies to the ten “monthly” cities as well. 


UNCLE SAM SOMETIMES INVESTS! 


If the Federal Government were to issue a balance sheet, the asset side would list public works, loans, 
ships, etc. The government, naturally, from time to time, adds new plant, equipment and other assets. 
In government accounts, however, expenditures for such assets have ordinarily not been distinguished 
from other outlays. This year, for the first time, the Budget Bureau has made such a distinction. With 
some minor details omitted, the results for the fiscal years 1949 and 1950 (estimated) are shown below. 


<— |NVESTMENT-9,471—_ witcions 
OF DOLLARS 


39,208 


CURRENT OPERATING EXPENSES -29,737 


1.2 I <———_—_—_—_ | | 407 ———————> 


1949 


First let’s take a look at current operating expenses, which are broken down into aids, special services 
and other current operating outlays. Of course, there will be arguments as to whether some items are 
really ‘‘current operating” or “investment” outlays, but the Budget Bureau’s analysis is instructive anyhow. 


Fa 1950 
$13,472 ne AIDS AND SPECIAL SERVICES $14,216 MILLION = 100% 
AGRICULTURE PER CENT DISTRIBUTION | 


WA 


SESS SSS 


Groups here and abroad come in for 
a large share of the Federal Goy- 
ernment’s current operating dollar. 
Veterans are the most favored group, 
our friends overseas next. ‘General 
aids’’ are mostly grants to states for 
public assistance. (All “‘loans’’ are 
classified as investment outlays.) 


SS3 


OTHER CURRENT OPERATING EXPENSES 19 
PER CENT DISTRIBUTION $16,996 MILLION=100% 
OTHER 19 


Servicing our huge debt (over $250 
billion) costs almost as much as the 
government’s ordinary activities— 
and these include many cold-war 
expenditures such as the pay and 
support of our military personnel 
(about $4.5 billion). The cold war 
also accounts for the greater part of . 
the outlays for repair, maintenance, 
and operation of physical assets. 


ENER 
OPERATION 
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In Budget Bureau jargon, ‘‘investment’’ means loans plus expenditures for physical assets plus other 


developmental outlays. 


Some of these dollars are gone with the wind but not all of them. Some will 


find their way back through sales of commodities and public power, from loan repayments, etc. But how 
many? The Budget Bureau calls all loans ‘‘wholly or largely recoverable’’—also nearly half the 1949 
outlays and more than one third of the 1950 outlays for physical assets. The bureau treats expenditures 
for public works projects as ‘’wholly or largely recoverable” if it expects 50% or more to be repaid. 


1949 
$ 9.471 MILLION =100 % 
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PER CENT DISTRIBUTION 


1950 
$ 11.407 MILLION =100% 
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That big jump for 1950 homeowner loans is due to the rise in government mortgage purchases and loans 
(all loan figures are on a net basis). Commodity inventories include agricultural price-support loans and 
inventories. Veterans’ education gets the lion’s share of the funds for education, training, and health. 
Grants made to states and localities for roads constitute the major outlay for nonfederal physical assets. 


PHYSICAL ASSETS 
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1949 
FOREIGN GOVERNMENTS 
AND INTERNATIONAL 
ORGANIZATIONS 


LOANS 


niga 


HOME OWNERS AGRICULTURE 


OTHER 3 
DEVELOPMENTAL PURPOSES 


1949 —«*1950 1949 «19 
MAJOR EQUIPMENT | MAJOR COMMODITY PUBLIC WORKS- EDUCATION, PHYSICAL ASSETS RESEARCH AND 
INVENTORIES - SITES AND DIRECT “TRAINING, (NON-FEDERAL) DEVELOPMENT 
NET CHANGE CONSTRUCTION AND HEALTH 
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Earnings, Hours and Employment Trends 


THIRD successive monthly increase in wage 

rates brought the average hourly earnings of 
production workers to a new high in February— 
$1.420. This latest estimate, prepared by the Bureau 
of Labor Statistics, reflects a net gain of 0.1 cent 
over the January peak and a rise of almost 2 cents 
since February, 1949. 

The initial over-all effect of recent minimum wage 
legislation (which boosted the wage floor among em- 
ployees engaged in interstate commerce or in the 
manufacture of goods for interstate commerce) was 
noticeable in February among several of the lower- 
paying manufacturing industries. Both tobacco and 
lumber reported a rise of 3.4 cents in hourly earnings 
between January and February, while furniture fac- 
tories and textile mills showed a gain of 1.4 and 0.4 
cents, respectively. 

Working hours remained at the same level in Feb- 
ruary as at the outset of the year—39.7 hours in all 
manufacturing combined. No change took place in 
either fabricating metal or electrical machinery plants. 
Nonelectrical machinery operations, however, re- 
quired an extra hour of work, while transportation 
workers averaged about one and a half hours less 
work during the same period. 

The over-all change in weekly earnings was negli- 
gible between January and February, but several 
sharp individual industry changes were recorded. The 
transportation equipment industry suffered the great- 
est losses—an average of $3.75 a week per production 
worker—as a result of a shorter work week and 


reduced overtime payments. An increase of over $2 
was reported among apparel workers, while the 
weekly pay of lumber workers was advanced by 
about $1.75, 


MORE WORKERS EMPLOYED 


Net accessions, totaling 15,000 production workers, 
increased the employment level in manufacturing 
plants to a total of 11,475,000. Nondurable goods 
classifications reported only scattered gains in Feb- 
ruary, but these were sufficiently great in all instances 
to lift the general level by 27,000 workers. Hard 
goods industries, however, suffered an over-all decline, 
with transportation equipment the hardest hit. The 
Chrysler labor dispute in the automobile section was 
almost wholly responsible for 76,000 fewer workers 
in the industry as a whole. 

A year-to-year comparison shows relatively few 
employment gains among both the durable and non- 
durable goods classifications. The all-manufacturing 
aggregate declined 5%, with only furniture and ap- 
parel reporting more production workers this Feb- 
ruary than in February, 1949. The increases in these 
industries totaled 17,000 and 14,000 workers, respec- 
tively. The individual declines spread over a wide 
range—from 1,000 in the leather goods industry to 
107,000 in transportation and 176,000 workers in the 
nonelectrical machinery group. 


ELIzABeTH M. CASsELLI 
Statistical Division 


Earnings, Hours, Employment and Pay Rolls of Production Workers 


in Manufacturing Industries! 
Source: Bureau of Labor Statistics 


All Manufacturing Industries 


Data Average Aver Aver 
Hourly Wee Weekly 
Earnings Earnings ours 
1949 January...-...... $1. 405 $55.50 39.5 148 
February 20033. +=" 1.401 55.20 39.4 147 
Miarehvo es .6 ve. <2 1.400 54.74 39.1 145 
Ape. seein 1.401 53.80 38.4 141 
Way cides ass mals)": 1.401 54.08 38.6 138 
PURE eae es 5 ants 1.405 54.51 38.8 138. 
Aree Ae eee 1.408 54.63 38.8 136. 
August, 2 2isvs «i 1.399 54.70 39.1 141 
September........ 1.407 55.72 39.6 143 
October........-- 1.392 55.26 39.7 138 
November........ 1.392r 54.43r 39.1r 137 
December........ 1.4087 | 56.18r 39.9r 140 
1950 January.........- 1.419 56.33 39.7 139. 
Februaryp.....-- 1.420 56 .37 SOUT aN Geass 


1Revised series pPreliminary estimate 


Nondurable Goods 


Indexes 
1989 Average = 100 Average Average Aver: Aver: 


Weekly T Week Wee! 
Earnings Ho Earnin; Earnings Hours 


$58 .83 $51.35 38.7 
58.49 : : 51.33 38.8 
57.83 ; : 51.07 38.6 
57.21 : 49.67 37.6 
57.21 ‘ : 50.41 38.1 
57.82 : 50.97 38.5 
67.31 é 51.55 38.7 
57.89 ; 61.31 38.9 
58.69 2 52.59 39.6 
58.17 , 52.47 39.6 
56 .82r : 52.07 39.3 
59.15r 52.73 39.5 


59.44 52.82 39.3 
59.43 53.27 _ 39.4 


Survey of Business Practices 


Productivity Gains Equal Expectations 


FTER a postwar slump, productivity, or output 
per man-hour, has turned upward. It is now 
substantially above prewar levels in most of the 133 
manufacturing companies cooperating in this month’s 
survey of business practices. New plant facilities, 
competitive markets and closer labor-management 
cooperation are the principal contributing factors. 

Most manufacturers state that they have reached 
or exceeded the goals they had set for increased pro- 
ductivity. Although most of the companies were 
primarily interested in higher output per man-hour 
and greater volume, some were concerned with im- 
proved quality, lower cost, a wider variety of products 
and new product design. 

Only seven of the 133 manufacturers cooperating 
report that they have not reached their goal. These 
few companies report reasons such as union resist- 
ance, slowdowns, absenteeism, lack of employee in- 
terest, smaller job runs, and inaccurate estimates. 

The automobile equipment and electrical appliance 
and supply companies show the greatest gain in 
output per man-hour. An auto equipment manu- 
facturer, reporting the highest gain of any cooperating 
company, notes that “the 1949 unit output per man- 
hour of our employees was approximately 32% higher 
than in 1948; 48% higher than in 1947; and 72% 
higher than in the prewar year of 1939.” A third of 
the increase since 1939 is attributed to labor’s efforts; 
the rest to investment, organization, product mix, 
research and other management efforts. 

The textile manufacturers show the smallest gains 
in productivity. One company reports that its output 
per man-hour is lower due to a change in material 
and equipment, and five manufacturers state that 
there has been no change in their productivity com- 
pared to prewar standards. Only two companies re- 
port that their output is higher. 


REASONS FOR INCREASE 


While most of the gains in output are. attributed 
to the management end of the business, it has been 
pointed out that there are limits to the contributions 
that can be added by the human element. There is, 
however, practically no limit to the amount of tech- 
nological improvement, supplied by management, that 
can be put at the disposal of the worker to raise pro- 
ductivity. 

Capital investments have been made in new ma- 
chinery and plant not only to increase volume but 
also to raise productivity and thus hold or lower unit 
labor costs. Several manufacturers report that their 
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higher output per man-hour is owing almost entirely 
to higher speed machinery that sets a faster pace for 
the employee. 

Another manufacturer states that the gain in pro- 
ductivity “is due almost 100% to such management 
efforts as better organization of the work and better 
methods in the shop.” Many companies list the man- 
agement functions of organization, production plan- 
ning, product engineering and design, new processes 
and closer plant supervision as contributing causes. 


Employees Help 


Some gain in employee production has come about 
through education and employee confidence in the 
company. A paper manufacturer states that “the 
gain in productivity resulting from the efforts of 
our employees is mainly based on the culmination of 
training programs, better supervision, and better 
understanding by the workmen themselves of how 
to produce effectively.” Another manufacturer re- 
ports: “I believe the motivating influence has been 
an acknowledgement in the minds of individual work- 
men that continued employment depends on better 
production rather than any mass or union effort.” 

Many companies state that increased productivity 
resulted from piecework, incentive, or bonus plans, 
which permit the worker to increase his take-home 
pay by a little more effort on his part. An indus- 
trial machinery manufacturer, referring to the gain 
in productivity, writes: “We would say 50% is due 
to the efforts of our people. Financial incentive is the 
chief motivating factor.” 

Some companies report that their unions have 
been very helpful in increasing productivity. For 
example, an apparel manufacturer states: “The 
Amalgamated Clothing Workers of America, which 
is the chief bargaining agent for most of our em- 
ployees, has cooperated very effectively with company 
management in increasing productivity. This union 
openly advocates the incentive system, and encour- 
ages its members to produce well.” 

Recent layoffs, resulting from cutbacks in produc- 
tion, have spurred productivity in some industries. 
According to one industrial machinery manufacturer, 
the layoff of employees “seems to have had more 
effect in increasing the output of our workers than 
anything else since the end of the war.’ Another 
manufacturer states that “the rise in local unemploy- 
ment has made labor somewhat more interested in 
holding jobs. This has had some effect on produc- 
tion.” (Text continued on page 194) 
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Reasons Given by 109 Companies for Changes in Productivity 
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1This column is in answer to the question “Have tax policies or inadequate financial resources adversely affected your machinery replacement policies or in any way retarded 
productivity. 
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On the other hand, an electrical machinery manu- 
facturer reports that a cutback in factory employ- 
ment “had a noticeable effect on our plant force, in 
that it produced fear of further cutbacks so that a 
certain amount of slowdown resulted from it.” 


OBSTACLES 


Although some manufacturers are getting very good 
cooperation from their employees or their union, most 
companies do not feel that their employees are mak- 
ing much of a contribution to increasing productivity. 
Many companies, in fact, state that lack of cooper- 
ation or even resistance is retarding productivity. A 
manufacturer of metal products writes that the atti- 
tude of some workers to higher output per hour is 
epitomized by the following statement: “We don’t 
want to be stuck with the need to work that much 
harder fifteen years hence when we are that much 
older.” 

A manufacturer of heating and plumbing supplies 
sums up the lack of employee cooperation by stating: 
“Whatever improvements have been accomplished 
in this way [improved shop layout and management 
effort] have been offset by a lowering in efficiency 
of labor, primarily resulting from the seniority pro- 
visions in our labor contract, whereby our employees 
know that they cannot be let out for anything less 
than gross infraction of our rules.” 

Also, less employee incentive is reported in union 
plants than in nonunion plants. One manufacturer 
states: “The employees in these [union] plants appear 
to be willing to cooperate in production moves, but 
meet continued resistance from union leaders and 
stewards toward any increase in operating efficiency 
which might tend to reduce man-hours.” An indus- 
trial machinery manufacturer reports that “all of 
our hourly employees are members of a union and 
are contented to make an eighty-point hour.’ In fact, 
they do not want to go beyond an eighty-point hour, 
even if it can be accomplished an hour or two before 
the time to close the factory. It is for these reasons 
that our output per man-hour is about the same as 
it was a year ago, three years ago, and before World 
War II.” 

Some manufacturers, while not condoning these 
attitudes of labor, feel that they are natural results 
of the workingman’s economic position. For example, 
an air-conditioning manufacturer, who believes that 
his increased productivity was 100% owing to 
management effort, does not place all the blame on 
labor for its failure to contribute. He states: “I 
personally have a high and friendly regard for the 
people in our plants, but it is asking a lot from any 
man to expect him to offset errors in management, 


y 1Reference is made here to a system similar to the Bedaux system, 
in which sixty points represent the standard work hour. 


organization and methods by the extra sweat of his 
brow. To insist on management’s rights to the sole 
direction of a business on one hand, and to blame the 
worker for lack of productivity on the other, seems 
to me to be dodging the responsibilities that must 
necessarily go with these prerogatives and rights. 
This does not mean that we do not have a certain 
amount of union resistance to labor-saving improve- 
ments; these are very human manifestations, and 
stem from fear. In the employees’ minds, all such 
things affect security, and a great deal of finesse is 
necessary in the introduction of production improve- 
ments.” 


Taxes and Depreciation 


Some groups have held that the government’s 
high-tax policy and inadequate depreciation allow- 
ances have retarded postwar increases in productiv- 
ity. However, three out of four manufacturers report 
that they have been able to carry out their expan- 
sion policies without too much difficulty, although 
most admit that lower taxes and higher depreciation 
allowances would have permitted them to invest 
more in new machinery and plant facilities. The 
general feeling is quite well expressed by a paper 
manufacturer who reports: “Tax policies, of course, 
have limited the funds available for expansion. Never- 
theless, we have carried out all plans we have made 
up to this time without major difficulties, although 
we have necessarily been controlled in our planning 
by the amount of money available, and we have been 
forced to restrict the percentage of our earnings 
which we have paid in dividends.” 

Excerpts from replies to questions asked company 
executives by THe CoNFERENCE BOARD appear on 
pages 203-208. 


JAMES B. May 
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Division of Business Practices 


Forty-six for Twenty-eight 


“In nationalized industries, trade union youth sections 
have met with no difficulties in enforcing legislation pro- 
tecting working youth. This was in contrast to private 
industry and small shops which still try to continue prewar 
exploitation of youngsters. 


“The youth sections safeguard the right of workers below 
twenty-one years of age to receive eighteen hours off for the 
purpose of attending school. Polish legislation required that 
young workers may not be employed more than twenty-eight 
hours per week for which they receive forty-six hours’ pay. 
The youth sections have also been planning special programs 
for young people such as special vacation homes and week-end 
excursions.”—Source: “Poland’s Trade Unions,” Polish 
Research and Information Service, October, 1949, p. 8. 


New Techniques for Capital Formation 


in a Free Enterprise System 


By Gustave SIMons 


4 fon American system of free enterprise depends 
upon the constant formation of new private 
capital. 

But current methods of capital formation for our 
free enterprise system are neither sufficiently enter- 
prising nor sufficiently free. 

This paper will review several techniques of equity 
financing which commend themselves to enterprising 
capitalists, and a recently evolved tax program which 
would free American businessmen to be more enter- 
prising. 

The United States has 7% of the world’s popula- 
tion, but more than one half of its manufacturing 
capacity. In a century, we have multiplied our pro- 
duction work-energy twenty-eight times. Capital 
goods at 1929 prices are valued at $4 billion. The 
average increase in new equipment expenditures is 
3% a year. The average increase in production is 
2%. The ploughback of earnings into production 
facilities has averaged from 10% to 15% per annum. 
Real income has multiplied fourfold in the last cen- 
tury. But only increased equity financing will retain 
this rate of growth—and it is not forthcoming. 

In 1926, 28.4% of corporate capital was in the form 
of debt. By 1946, this had increased by one quarter 
to 35.7%. About 80% of current financing is from 
corporate savings, 12% by new debt formation, and 
8% or less in equity stock. When savings amounted 
to $172 billion net, equity investment was only $1.3 
billion. Equity investment was 1/130th of liquid 
holdings. 

Most individuals have been approached by insur- 
ance salesmen many times in the last five years. How 
many have been approached by common-stock sales- 
men? A recent survey shows that 64% of a sample of 
executives with incomes over $5,000 were never 
reached by security salesmen, 30% of the balance 
were reached only when they asked for information, 
and only 6% were reached directly. Only 8% of 
American families own any corporate stock, although 
75% of all stockholders have less than $5,000 worth 
of stock. A little American enterprise in selling 
equity securities is needed in order to preserve Ameri- 
can enterprise. Expansion of market studies in this 
field is recommended.” 


1A summary of an address by Mr. Simons, of the New York Bar, 
before an afternoon session at the 312th Meeting of the National 
Industrial Conference Board in New York on March 23, 1950. 

2Many of these data were supplied from a recent study of the 
psychology of investment by American Management Counsel. 
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Another source of corporate financing that must 
be emphasized is the funds of labor unions. Inter- 
national labor unions have approximately $4 billion 
in assets, and if the assets of the locals are added to 
this the aggregate sum would range between $7.5 bil- 
lion and $10 billion. Also, as long ago as 1943, gross 
income of $400 million was reported by 29,000 labor 
organizations and the annual income has undoubtedly 
multiplied considerably since then. Practically none 
of these assets is invested in corporate securities. It 
is an important source. 

It may be argued that to invite union investment in 
corporate securities would involve the division of man- 
agement control, which might be highly dangerous. 
To this there are several answers. First, many studies 
suggest that there is little interference on the part 
of stockholders in the actual management of corpora- 
tions. Secondly, if unions are going to interfere with 
corporate managerial prerogatives, they will probably 
succeed in doing so whether or not they hold securi- 
ties. Finally, and most important, the ownership of 
corporate securities would probably give a sense of 
responsibility and participation to the working forces 
of this country, which would create a national solidar- 
ity of the utmost importance. Surely the devastat- 
ing strikes we have observed would have been less 
likely to occur if the workers were striking partly 
against themselves. 

The mere ownership of stock would not create this 
sense of unity unless it was accompanied by a pro- 
gram of education in the responsibilities of capitalism. 
The average worker overestimates corporate income 
by at least 400%. If he or his union owns stock, the 
true lesson would be better learned. Sears Roebuck 
and many other companies have not suffered because 
of stock ownership by personnel. This is a source of 
capital which is becoming increasingly important be- 
cause it benefits from higher wages and is exempt 
from taxation. Most other sources suffer because of 
increased wages and because of taxation. 


PENSION TRUSTS 


Equally important is the ever-growing pension 
trust field. A recent study indicates that the annual 
pension fund deposits will amount to close to $2 bil- 
lion a year. When a worker realizes that his pension 
benefits may be endangered because of a reduction in 
dividends, he is less apt to be an indifferent worker. 

A study in the Harvard Business Review of July, 
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1948,1 points out that the combined demands for 
security (including security against death, disability, 
old age, and unemployment) might eventually ap- 
proximate 15% of pay roll. This is more than the 
average corporate income, which is only 14-2/7% of 
pay roll. The only solution to the conflicting demands 
of security and enterprise is to link security to in- 
creased productivity. This has been attempted by 
only two companies, only one of which is a major 
company. It is, however, possible to install a pension 
or profit-sharing or productivity-sharing trust, whose 
assets will be largely invested in the employer’s securi- 
ties or in fixed assets leased to the corporation (sub- 
ject to the approval of the Commissioner of Internal 
Revenue). In this way, as productivity and profits 
of the corporation increase, the employees’ security 
fund increases. Tax exemption is granted and the 
contributions are deductible (Sections 165(a) and 
23(p), Internal Revenue Code). Thus it is possible 
to accomplish increased tax economies, security 
economies and morale stimulation simultaneously. 


LEASED CAPITAL 


Another interesting form of corporate financing is 
the leasing of fixed assets by the corporation, usually 
from some institution which is either wholly or par- 
tially tax exempt (universities, foreign-flag steamship 
corporations, insurance companies, etc.). Sometimes 
the property is originally owned by the corporation, 
sold and leased back over a period of years. Some- 
times it is leased without prior ownership. In an ap- 
propriate case, this procedure has certain advantages 
over the outright ownership of the assets subject to 
a mortgage loan. 

These include: 

e Larger sums available for the same assets 
e Avoidance of technical limitations on loans 
@ No restrictions on future borrowing 

® Not too many securities floating around 


e An improved balance sheet. (Even though conserva- 
tive accounting would reflect the future rent liability in 
a footnote, nevertheless the current assets on the bal- 

. ance sheet remain large at the expense of the fixed assets.) 


¢ Tax advantages, in that the deduction of rental is 
surrounded by far fewer hazards than the deduction of 
depreciation. (Furthermore, if property has a market 
value below book value, a loss may be realized by sale 
and lease-back.) 


Here it is particularly important to be conservative 
in procedure. This procedure is not to be confused 
with the actual operation by a tax-exempt institution 
of a business enterprise. But even if tax exemption 
on such sale and lease-back rental income was lowered 
(as the Treasury recently suggested), the foregoing 
advantages would largely remain. Among the busi- 

Payroll Flexibility Through Employee Trusts.” 


ness organizations indulging in this type of financing 
are Allied Stores Corporation, Federated Department 
Stores, Inc., Gimbel’s, Lit Brothers, R. H. Macy & 
Company (the Los Angeles store was recently sold to 
a corporate affiliate of Yale), Sears Roebuck & Com- 
pany, and Montgomery Ward. The Levitt family re- 
cently sold a large segment of a real estate develop- 
ment on Long Island to a Philadelphia school. Several 
of the largest and most conservative oil refiners have 
recently leased a large portion of their tanker fleet 
from Panama corporations. The Equitable Life As- 
surance Society is going to lease equipment to the 
railroads. 


A NEW SECURITY DEVICE! 


Common stocks are too risky for the average in- 
vestor, and too costly for the corporation since the 
dividends are not deductible. (The corporation must 
earn approximately $1.65 before taxes in order to have 
$1 left after the 38% tax with which to pay a $1 
common or preferred dividend. One dollar earned be- 
fore taxes is still available after taxes in payment 
of bond interest.) 

On the other hand, bond indebtedness is risky for 
the corporation because of the fixed interest commit- 
ment. Thus, stocks are too expensive for a corpora- 
tion and too risky for the customer, whereas bonds 
are too risky for the corporation. 

It has been proposed that the tax law be amended 
so as to avoid the double tax on corporation and divi- 
dend income by some form of dividend-paid credit 
and by liberalizing capital loss provisions. It will 
take a long time to enact such provisions. Meanwhile, 
there do exist security and tax techniques which 
achieve most of the desired ends without Congres- 
sional aid. 

Income debentures can be an excellent midway 
solution. The principal of such debentures is a debt 
of the corporation and the notes may also. be secured 
by a mortgage. Thus principal is safer than in the 
case of stock. Interest is payable, but only to the 
extent actually earned. This means that the bond- 
holder is sure of collecting his interest if there are 
earnings and need not await the discretion of directors 
in declaring dividends. Furthermore, his interest 
comes before dividends. 

On the other hand, the corporation takes no risk 
of being thrown into receivership because of interest 
defaults. The United States Supreme Court in the 
Kelley case? sustained deductibility of such interest 
payments, particularly with a fixed maturity date. 
On the other hand, interest deductions for income 
bonds when the agreement was inexpertly drawn 
have been lost. Therefore, it is advisable to obtain a 
Treasury ruling in advance. However, income bonds 


1Many of these data were supplied from a recent study of the 
psychology of investment by American Management Counsel. 


*The John Kelley Co. v. Commissioner, 326 U. S. 521. 


May, 1950 


BUSINESS RECORD 197 


solve many of the tax, economic and emotional prob- 
lems relating to equity financing. 

Another form of attractive financing is the sinking 
fund discount bond. Such bonds are issued at less 
than par and redeemed at the end of a period of years 
at par, the difference being accumulated through 
sinking fund deposits. Such deposits are deductible 
but the difference between the cost and redemption 
price is taxable to the bondholder only as a capital 
gaint This makes this kind of investment most at- 
tractive to individuals in the high-tax brackets. A 
4% annual accumulation for later redemption nets 
3% after payment of the 25% capital gains tax. This 
is the equivalent of a 10% ordinary rate of interest 
for some one whose top tax bracket on ordinary in- 
come is 70% ($100,000-$150,000 for a married man). 
Again, much depends on the artistry of such devices, 
and advance rulings are recommended. 

A combination of the income and sinking fund pro- 
cedure is particularly attractive and imposes no an- 
nual commitment on the corporation, yet gives it a 
deduction. The holder of the security pays only the 
capital gain rate. While some security holders may 
not want to defer receipt of interest, there are enough 
persons who buy government bonds or insurance, 
where receipt of interest benefits are deferred, to indi- 
cate that this would not be an undue detriment. 

With ordinary equity financing, corporate income 
before taxes and dividends is reduced to 62% by the 
corporate tax. The 62% is, in turn, reduced to 18.6% 
if subject to the 70% bracket. On the other hand, 
with sinking fund income bonds, the 100% employed 
in interest payments remains 100% in the hands of 
the corporation and is taxed as a long-term gain in 
the hands of the security holder, thus netting some 
15%. 

This is more than four times as much spendable 
income on the same gross revenue and with a better 
security form. All this can be accomplished without 
any change in the law. Thus, the position of the 
security holder is better than if he had a common 
stock. Such a security is more attractive than a com- 
mon stock would be even if the double tax elimina- 
tion proposals were adopted. 


THE ANTIDEPRESSION FUND? 


Thus far we have discussed financing chiefly from 
external sources, and methods which involve no 
change in the law. We have urged more enterprise. 
‘We now urge more tax freedom. Many changes in 
the tax law would mightily assist corporate financing 
of technological progress and should be enacted. Such 
legislation, however, may be long delayed if it ever 
occurs; therefore, the exercise of enterprise in the use 
of existing security and tax techniques is necessary. 

1G. P. Caulkins, 1 T.C. 656; aff’d. 144 F. (2d) 482. 


2This proposal is part of a tax program evolved in cooperation 
with the Institute for Creative Research. 


However, there is one major modification of our tax 
structure which is recommended as a new idea having 
a place in long-term tax planning. 

Many current tax proposals recommend the allow- 
ance of accelerated depreciation over a period of five 
years or less. There is much to recommend in this 
proposal. Accelerated amortization in five years or 
less during the war period! did not harm our economy. 
Immediate depreciation is allowed in Western Ger- 
many and Sweden, 50% immediate write-off is al- 
lowed in Great Britain, and 20% in Australia, New 
Zealand, South Africa, India and Pakistan. Canada 
permits 50% in the case of most kinds of industrial 
equipment during the first three years. When most 
businessmen think in terms of equipment paying for 
itself in two, three, or four years, it is an absurd brake 
upon an expanding economy to prolong depreciation 
over a period of ten, twenty, or thirty years, and to 
have endless wrangling with the Treasury on this 
subject. 

Accelerated depreciation is, therefore, recommend- 
ed. But, standing by itself, it is not sufficient. It is 
not sufficient for the following reasons: 


e The unions have not been educated to realize that 
it will assist them. No union tax program includes this. 
They will oppose it. Standing alone, the enactment of 
this proposal may be indefinitely delayed. 


e This would encourage investment in equipment at 
the top of the business cycle, increasing inflation at the 
time when investment is least needed for economic 
stability. 


A modification of the Swedish program (now 
limited to construction) is suggested. 

Corporations would be permitted, under this long- 
term tax program, to set aside a portion of corporate 
profits in special reserves invested in low-interest- 
rate government bonds. It would be required that 
these funds be held in a special trust earmarked for 
expenditure within a fixed period of years, such as five 
years, for construction, for equipment acquisition, 
or for wage stabilization in times of depression and 
layoff. Such five-year period might be extended (if 
inflationary conditions continued) either by an act 
of Congress or by the President acting on the advice 
of a council made up of representatives of industry, 
labor, agriculture and the public. 

Funds held in such trust would be exempt from 
tax provided that they were spent in accordance with 
the provisions of the trust agreement and within the 
time limited by the agreement, or by act of Congress, 
or executive order. It would not be necessary for any 
corporation to take advantage of such provisions. 

Such tax exemption would not be so revolutionary 
as one might think. Sums expended by a corporation 
in wage payments are not taxed to the corporation. 


ISection 124, Internal Revenue Code. 
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Sums expended in building or equipment acquisition 
and later written off through depreciation are eventu- 
ally freed from a tax. The only tax change created 
by this proposal is that the deduction comes before 
the sum is expended in wage payments or invested in 
fixed assets and then depreciated. The tax exemp- 
tion might be termed “preexpenditure deduction,” 
whereas the present law permits a postexpenditure 
deduction for wages or depreciated fixed assets. It is 
merely a matter of timing. But the timing is advan- 
tageous under this program. 

In the first place, the funds are earmarked. To the 
extent they are earmarked for wage continuance they 
provide an unrivaled sense of security for labor and 
thus eliminate many of the elements of current labor 
strife. Thus labor support for such a program might 
be gained where it could not be gained for accelerated 
depreciation. The desire for job security is four times 
as great as for high wages.1 

When it comes to current proposals to reduce cor- 
porate or individual taxes in the high brackets, labor 
points out that the savings will not necessarily be 
invested in equipment. (In 1926-1929, common-stock 
financing after refinancing was eliminated was com- 
paratively small. Reduction in individual tax rates 
in 1948 through the split income provisions did not 
increase 1949 equity investment.) Earmarking through 
such trust funds assures that the tax savings will be 
invested in equipment or wage stability. 

The net long-term loss of taxes will be nominal. 
The Treasury would only lose the interest on the tax 
payments, since, under present methods, funds re- 
served and spent on wages or depreciating fixed 
assets obtain tax deduction eventually anyhow. 

The most important effect of the proposal is its 
anti-boombust action. Funds are taken off the mar- 
ket at the top of the cycle and held for investment at 
a later date. If expended for job security, they make 
it possible to keep the labor force together. This is 
particularly important as expert man power becomes 
technically more important. Funds thus used for 
fixed assets are employed far more efficiently as costs 
of building and equipment decline. 

Thus stabilized employment, combined with an ex- 
panding economy, is encouraged through these anti- 
depression funds. 

For every dollar of tax revenue subjected to ac- 
celerated deduction through this program, the cor- 
poration deposits $1.50 of its own money. Thus, for 
every dollar of tax revenue (which would eventually 
be deducted anyway), $2.50 is accumulated. Pro- 
fessor Joseph L. Snider of Harvard stated that in 1948 
a temporary reduction of less than 3% in tax revenues 
would thus have created a $3.5 billion antidepression 
reserve. 


1Studies in Personnel Policy, No. 85, “Factors Affecting Employee 
Morale,” Tor ConFrERENCE Boarp. 


The incentive for setting up such funds arises from 
the acceleration of tax deduction, the assurance that 
the funds involved will be free from tax (a benefit 
which may be lost if sums are necessarily spent in loss 
years under our present tax system) and from the 
economic and social benefits of the anticycle effects 
of such antidepression funds. 

Even if changing circumstances made it impossible 
or unwise for the corporation to use a reserve in this 
way, it might be permitted to cancel the reserve at 
the price of then paying the tax plus interest. 

Funded pension trusts represent exactly this pro- 
gram. They are nothing more than a tax-free deduc- 
tion and tax-free accumulations of pension funds. 
The corporation on a pay-as-you-go pension basis 
obtains the deduction when the pension is paid. With 
a pension trust, it merely obtains the deduction in 
advance of the expenditure of the fund. The same 
theory of prededuction would apply to antidepression 
trusts. A similar procedure is already followed with 
bad debt reserves. The acceleration of the deduction 
would cost the government only loss of interest on 
the taxes. This is a small price to pay for the in- 
creased worker security and the anti-boombust effect 
of such reserves. This proposal merely applies to cor- 
porate financing and taxation the same principle that 
Joseph of Egypt employed and which has been used 
in the granaries of the world ever since. 

This program would immeasurably improve the 
financing of technological progress because it would 
provide more stable employment and thus a more 
stable market for the fruits of technological progress. 


‘It would eliminate the unjust and discriminatory 


tax hazards surrounding the present unwieldy depre- 
ciation system. It would permit investment in tech- 
nological progress at a time (in the operation of the 
business cycle) when costs were materially reduced. 
At the same time, the economy would be stabilized. 
Any corporate executive faced with a choice between 
financing technological progress at one half the cost 
or by having twice as much capital made available 
would favor the more economical alternative. The 
antidepression fund program would make this pos- 
sible. Minor amendments to Sections 165(a) and 
23 (p) of the Internal Revenue Code are all that are 
needed. It is heartily urged that such a program be 
tried, at least experimentally, with limited deposits 
being permitted. 

By the use of all these techniques, many of the 
most difficult problems of corporate financing may be 
solved dynamically and economically. 

It is suggested that the use of more enterprising 
methods of capital accumulation and the development 
of a more free tax program, as outlined in this paper, 
will do much to encourage the American free enter- 
prise system. 


Recent Productivity Trends 


and Their Implications’ 


By Ewan Cuacut 


E ARE on the threshold of a genuine under- 

standing of the numerous factors which can 
affect production per man-hour. We are beginning to 
see the profound effect which productivity has on 
costs, prices and the standard of living. 

Studies in this field in the past have been limited 
in scope and have appeared only at irregular inter- 
vals. Regular detailed investigations, national in 
scope, have not been undertaken until recently. We 
have made great gains in the past few years in the 
development of techniques of measuring productivity 
and are constantly acquiring more information con- 
cerning the basic underlying factors which cause in- 
dustrial efficiency and productivity to change over 
the years. 

The large majority of productivity studies have 
dealt with measures of output per man-hour or unit 
man-hour requirements in physical terms, rather than 
value terms. A number of other reports have devoted 
attention to measures based on deflated value series 
of various kinds—gross national product, national 
income, etc. The efforts of the Bureau of Labor Sta- 
tistics, in line with most of the work in the field of 
productivity, have been directed toward the develop- 
ment of statistics which show the relationship between 
man-hours worked and physical production. Our 
studies of industrial efficiency have led us to believe 
that the physical-volume approach can provide more 
factual information concerning the efficient operation 
of our national industrial plant than it is possible to 
provide with the value approach. 


— CONSIDER A SINGLE PLANT 


The utility of the physical-quantity approach to 
productivity measurement can be seen clearly if the 
activities of a single manufacturing plant are con- 
sidered. A measure of unit man-hour requirements 
for one establishment may be developed by maintain- 
ing records of the man-hours devoted to each product 
(with suitable allocation of overhead hours). Data 
can be assembled by department, by product, by 
method of production, and other categories. Indexes 
expressing the trend in unit man-hour requirements 
for various products may be prepared which show the 
efficiency of the plant with respect to man-hour util- 


1A summary of an address by Ewan Clague, Commissioner of 
Labor Statistics, United States Department of Labor, before the 
first morning session at the 312th Meeting of the National Industrial 
Conference Board in New York on March 23, 1950. 
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ization over a period of time and, perhaps, more im- 
portant, with respect to other plants in the industry. 
Thus, the productivity series is based on. the contribu- 
tions of the accountant and the industrial engineer 
as well as on the skill of the statistician. The value 
of the statistics is enhanced since they form an inte- 
gral part of the plant’s regular record-keeping 
function. 

Examples of recent productivity studies, prepared 
in the general manner described above, are the bu- 
reau’s reports on unit man-hour trends in the machine- 
tool, footwear, radio, and electrical appliance indus- 
tries. In these reports, unit man-hour trends are 
shown in many ways, including comparisons by prod- 
uct, by size of plant, by groups of plants which have 
modernized their equipment compared with those 
which have not, by capacity utilization, and by pro- 
duction method. Trends of direct and indirect man- 
hours per unit are shown separately. 

Not only are the above productivity reports de- 
veloped to represent man-hours per unit of physical 
production, but the same is true of the older bureau 
program which involves the preparation of industry- 
wide data from readily available statistics on produc- 
tion and man-hours. In this program, in which pro- 
ductivity data are derived from published series, the 
figures on man-hours are related to the physical 
quantity of production to derive indexes of unit man- 
hour requirements. The quantities of various prod- 
ucts are combined to form a production index by 
means of weights which are proportional to man-hour 
requirements. 


DRAWBACKS TO VALUE APPROACH 


It would be possible, using the value approach, to 
prepare a series of unit man-hour requirements for 
a plant. If this were done, the dollar volume of pro- 
duction might be deflated by a specially prepared 
price series representing the prices of various products 
included in the plant’s output. The series thus de- 
rived would represent value at constant prices and 
could be related to man-hours to derive an index of 
man-hour requirements per “constant-dollar value of 
output.” This approach, while very useful for certain 
economic analyses, would not lend itself so readily to 
the analysis of industrial efficiency as studies based 
on physical unit series. Much detail would neces- 
sarily be lacking and the productivity trends shown 
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would be influenced by monetary factors as well as 
by the industrial efficiency of the establishment. 

The Bureau of Labor Statistics is continually add- 
ing new series to its program of productivity measure- 
ment. As soon as sufficient representation for the 
manufacturing group of industries is attained, we in- 
tend to commence aggregating these series to repre- 
sent the trends for groups of industries and for 
manufacturing as a whole. This process of building 
group series and national indexes from the component 
product and industry series is advantageous from 
several points of view. (1) Detailed industry data 
are available for those persons interested in the in- 
dustrial efficiency of particular industries and plants. 
(2) The national series can be developed in a manner 
consistent with the detailed data—.e., the series will 
reflect general trends of man-hours per unit of physi- 
cal output. (3) In the process of developing these 
series we improve our understanding of the numerous 
factors underlying changes in productivity. 

National trends developed from deflated value 
series, on the other hand, cannot generally provide 
the detail needed by engineers, management, and 
unions. In addition, these series are affected not 
only by changes in industrial efficiency but also by 
the changes which occur in the composition of indus- 
try itself. A shift in the production composite from 
industries where value added per worker is high to 
those where it is low (or vice versa) can substan- 
tially change the index of gross national product per 
man-hour without any change having occurred in 
physical output’ per man-hour in industry. This is 
true whether gross national product is measured in 
terms of current dollars or in terms of constant (1939) 
dollars. 


An index based on physical output per man-hour, 
on the other hand, would not be affected by changes 
of this sort in the production composite. 

The bureau has not yet completed work on a suffi- 
cient number of industries to enable us to prepare an 
index of unit man-hour requirements for industry 
as a whole. We have prepared indexes (using both 
direct reports and secondary series) for a consider- 
able number of individual manufacturing and non- 
manufacturing industries. In 1947, twenty-six of the 
forty-three industries studied had attained produc- 
tivity levels more favorable than in 1939. Reductions 
of more than 10% in man-hours expended per unit of 
output were made in twelve industries. Seventeen 
industries, however, experienced unfavorable trends. 

The nonmanufacturing industries fared somewhat 
better than those manufacturing industries for which 
data are available, for eight of the ten nonmanufac- 
turing series showed improvement from 1939 to 1947. 
This is not surprising, inasmuch as the mining indus- 
tries had the wartime advantages of priority on new 
equipment, and the utilities were able to utilize their 
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facilities at higher capacities. Many of the manu- 
facturing industries for which data are available, par- 
ticularly those in the food group, were affected ad- 
versely by wartime conditions—lack of experienced 
labor, scarcity of materials, and equipment shortages. 

Of thirty-one manufacturing industries, sixteen 
showed improvement from 1947 to 1948, while 
fifteen industries faced rising unit man-hour trends. 
The nonmanufacturing industries also encountered 
rising unit man-hour requirements in seven out of 
ten cases, but the increases were negligible—in the 
neighborhood of 1%—for four of the seven. 

One of the striking features of the 1947-1948 
changes is the relatively narrow range within which 
most of the changes lie. In thirty of the forty-one 
industries, unit man-hour requirements changed 5% 
or less, up or down. Changes in the range of plus or 
minus 3% occurred in twenty-three industries, more 
than half of the total number shown. It will be inter- 
esting to learn whether the years 1947 and 1948 repre- 
sented some sort of turning point in the over-all pro- 
ductivity picture. 

Now, turn to the long-term experience of manu- 
facturing industries as a whole. Output per man- 
hour increased from 1909 through 1939 at a rate of a 
little more than 3% annually, doubling each quarter 
century. 


WARTIME HISTORY 


A comparison of the individual industry records for 
1939-1947 with the general trend during the period 
1909-1939 brings sharply into focus the question of 
why the long-run upward trend was dampened down 
during the war years. Lack of adequate information 
over the war period prevents a complete analysis of 
that situation, but we do have some scattered infor- 
mation which may throw some light upon the reasons 
for a change in trend. 

In the first place, it will be noted that there is a 
wide divergence in productivity changes in different 
industries during the period 1939-1947. While there 
were some industries which continued an upward 
trend, there were others which actually lost ground. 
This means that there may have been less uniformity 
during this period than there was during the preced- 
ing peacetime years. 

Furthermore, a glance at the particular industries 
will show that the war itself was in part responsible 
for this wide divergence. Take two extreme examples. 
The railroad transportation industry was one which 
was favorably influenced by wartime developments. 
The war brought about a great expansion in volume; 
the carrying of wartime goods and munitions was not 
essentially different from railroading in peacetime. 
In other words, this industry experienced a gener- 
ally continuous upward trend of volume and produc- 
tivity during the period. 

On the other hand, take a strictly peacetime in- 
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dustry such as brick and tile. What kind of experi- 
ences did this industry undergo between 1939 and 
1947? First, there was a shifting of labor. This was 
a low-priority industry which lost many of its skilled 
and experienced workers both to the armed forces and 
to the wartime industries. It had the burden of re- 
cruiting new and inexperienced labor to carry on its 
work during wartime. Then at the end of the war it 
experienced a reconversion back again, with the re- 
absorption of returning war workers and ex-service- 
men. It would not be surprising to find that such 
an industry was unable to record important produc- 
tivity increases during such upheavals. 


BIG INCREASES DISAPPEARED 

There is still another factor which is applicable to 
the economy as a whole. During the war, certain 
industries expanded immensely and experienced spec- 
tacular increases in productivity. Examples are ship- 
building, aircraft and munitions. Many of these in- 
dustries, however, were practically closed down at the 
end of the war. Various bureau studies show that 
these industries achieved remarkable productivity 
performances during the war years. If there were any 
way of weighting these records, there is no doubt 
that a general productivity index for American in- 
dustry for 1944 or 1945 would be strongly influenced 
by these industries and their wartime performance. 
However, at the end of the war, when these were 
practically closed down, or were reconverted to peace- 
time production, the high wartime productivity ad- 
vantages enjoyed by these industries disappeared and 
they started from scratch again to build up their 
peacetime productivity. 

On the whole, therefore, it seems likely that the 
wartime period saw some important changes and some 
spectacular performances in productivity in American 
industry, but we have been unable to measure many 
of these; all we have is the final result in 1947, which 
shows that industry was then still in the midst of its 
postwar readjustment to peacetime conditions. We 
shall probably never be able to reconstruct these in- 
tervening war years. What we can hope is that we 
shall eventually succeed in bridging this gap from the 
prewar year of 1939 to the postwar year of 1947, and 
then measure accurately from now on for as many in- 
dustries as possible, and for industry as a whole as 
soon as possible. 

Additional information on variations in productiv- 
ity trends for firms within industries is available as a 
result of the bureau’s program of Direct Productivity 
Reports, initiated in 1946. These comprehensive in- 
dustry studies are based on schedules submitted di- 
rectly to the bureau by a representative group of 
firms in each industry. The company schedules pro- 
vide information on each firm’s production and the 
number of man-hours expended in the manufacture 
of major-volume products. 


The long-term improvements in productivity which 
we have enjoyed in the past have resulted largely 
from day-to-day, year-to-year improvements in plant 
layout, machinery, product design, and production 
planning. The development by management and la- 
bor of the most efficient ways of doing numerous small 
tasks has contributed more to our industrial well- 
being than the few startling labor-saving inventions 
which displace great numbers of workers. Knowl- 
edge of the basis of industrial efficiency is now avail- 
able in more detail than ever before. It is the respon- 
sibility of American industry to use the available in- 
formation to plan for higher industrial efficiency and 
lower costs, while at the same time maintaining high 
levels of employment. 

The purposeful use of available information on pro- 
ductivity will mark a transition point in our indus- 
trial history. Hitherto, our large productivity gains 
and industrial progress have resulted from vigorous 
action in specific fields of endeavor. For example, 
more efficient factory organization has been devel- 
oped; heavy investment in new equipment has be- 
come commonplace; improved materials have been 
made available; product design has been standard- 
ized; and jobs have been analyzed and simplified. 
Large domestic and world markets have been de- 
veloped to permit large-scale production. Each of 
these developments of the past has contributed to in- 
dustrial progress, and productivity and living stand- 
ards rose. It was sufficient for us to concentrate our 
efforts on matters concerning the efficient function- 
ing of industry in a general way, and we could de- 
pend on productivity increases to follow. 


WHAT OF THE FUTURE? 

There is a serious question, however, whether we 
can expect the past, almost automatic, increases in 
productivity to continue into the future. To main- 
tain the vigor of our earlier growth will undoubtedly 
require a new viewpoint. I doubt whether we can rely 
on productivity to increase generally as a by-product 
of the search for low costs and piecemeal improve- 
ments in plant efficiency. A concerted effort for pro- 
ductivity improvement is needed on the plant and 
industry level. We must view increased productivity 
as an objective. We must learn more about this com- 
plex subject. Better facts and better information are 
essential, if we are to understand the processes which 
affect man-hour output within the nation, within in- 
dustries, within firms, and on the job. 

As a nation, we have not yet reached the point 
where decisions of industry and labor are made with 
productivity improvement as a specific goal. It is un- 
fortunate that, in many instances, only lip service 
is given to productivity. Public interest in the sub- 
ject has been significant, and many valuable studies 
have shown the important part which productivity 
has played in our economy. In many articles appear- 
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ing in industrial and technical publications, however, 
as well as in conferences and public discussions, the 
subject of productivity receives only minor notice, 
or is used as a slogan or catchword. To the extent 
this occurs, harm is done to genuine efforts to de- 
velop productivity improvement programs. 

We cannot speak solely of new equipment, im- 
proved production methods, and better plant lay- 
out, and then assume that the entire subject of indus- 
trial productivity has been covered. In many plants, 
optimum conditions prevail on the surface, but the 
expected high productivity levels do not materialize 
because the favorable effects of new equipment, a 
high volume of production, and good product design 
may be insufficient to insure high over-all efficiency. 
Since productivity represents a balance of all factors 
and conditions affecting plant operations, many hid- 
den or seemingly minor influences help determine the 
level of man-hour output. Since these influences are 
frequently not understood, we do not look for them 
and remain unaware of their existence. 

And there is urgent need of such industrial progress. 
To be sure, the American economy is the most pro- 
ductive in the world. Our resources are the greatest, 
our labor force is the most flexible, our equipment is 
the most advanced, our management has the great- 
est initiative. As a result, our standard of living is 
the highest in the world. But if our opportunities 
are great, so are our responsibilities. 
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terms of particular countries and areas as well as commodi- 
ties. Department of Economic Affairs, United Nations, Lake 
Success, New York, December, 1949, $1. 


The Commerce of Nations—Interweaves the history, prob- 
lems and theory of international trade and finance. In 
many ways, it is therefore more of an informed commentary 
enriched by the author’s sense of history, than a text. By 
J.B. Condliffe, W. W. Norton & Company, Inc., 1950, $7.50. 


Credits and Collections in Theory and Practice—The 
fifth edition of a basic text in credits and collections dealing 
with the theoretical as well as the technical phases of the 
subject. Included in its scope are both mercantile and con- 
sumer credit and the social and economic aspects of each. 
One of the special features of this edition is its coverage of 
recent advances in the field, including revolving charge 
accounts, current competitive position of lending agencies, 
and federal regulation of consumer credit. By Theodore N. 
Beckman and Robert Bartels, McGraw-Hill Book Company, 
New York, 1949. Price, $6. 


Economic Notes 


Food Consumption by Income Classes 


“Low-income families use more grains, less milk, meat, 
vegetables, and fruits. Since low-income families are very 
limited in amounts to be spent for food, their homemakers 
spend less in actual dollars for each of the major food 
groups—except flour and cereals—than those not so limited 
by income. Also they apportion their food dollars for food 
somewhat differently, using more of each food dollar for 
grain products and some of the other groups of food which 
are less expensive providers of food energy. Figures on the 
purchased quantities used and amounts spent for each food 
group by urban families . . . are shown in the table. 

“The average quantities used by the low-income families 
were about the same or smaller than those used by higher- 
income families for all major food groups except flour and 
other cereals. Of these, 50% more was consumed by the 
low-income families. Quantities of fats and oils and sugars 
and sweets used were similar at both income levels. City 
households with incomes of less than $2,000 purchased about 
20% less milk and vegetables and fruits, about 15% less eggs 
and meat, poultry and fish, and 10% less bakery products 
than households with income of $2,000 and over.” 


INCOME AND FAMILY FOOD CONSUMPTION, 
APRIL-JUNE, 19481 


Sources: Bureau of Human Nutrition and Home Economics, 
United States Department of Agriculture; Joint Committee on 
the Economic Report 


., | Average M 
Average Quantity Bspeust per (Pas 
per Person in @ | gon in a Week? 

Week? 


(dollars) 
Food Group 
$2,000 
r 
32,000 que 
Milk equivalent?........... quarts i $0.82 |$1.12 
Rats jandtoils #2436 «cece fac pounds} . ashit lp =e A 
Flour and other cereal foods. pounds | 1. 24 | .25 | .19 
Bakery products........... pounds | 2. 45 43 51 
Biggs cc tise Maoh ee kere dozen : 63 | .26| .30 
Meat, poultry, fish......... pounds | 2. .11 | 1.62 | 2.05 
Sugars, sweets............. pounds 18 22 
Fresh fruits.<...s0¢2ssees00 pounds 25 .38 
Potatoes: saan 2inae ee eee pounds .20 13 
Other fresh vegetables...... pounds 35 44 
Dried fruits and vegetables, 

Huts say eee eee ete pounds .09 | .09 
Frozen fruits and vegetables. pounds .O1 | .04 
Canned fruits and vegetables pounds 22 | .31 
Prepared or partially prepared 

_ dishes, soups............. pounds .07 10 
Beyeragesiicusts ecttatcne bse eke pounds -32 51 
Miscellaneous.............. pounds .08 11 


1Families classified by 1947 income after federal income tax was deducted. Surve 
included 257 households with incomes of less than $2,000 and 1,154 families wi 
incomes of $2,000 and over. Averages are based on the total number of households 
in each class. , ome 

2Per person figures were obtained by dividing household data by the household 
size (1 person—21 meals at home). dy ; ‘ 4 

8The factors used for expressing the principal dairy products in terms of their 
milk equivalents were sepreste sey the quantities of fluid milk to which various 
dairy products are equivalent in minerals and protein. 

‘Not available. 


Source; “Low-Income Families and Economic Stability,” 
Joint Committee on the Economic Report, Washington, 
1949. 


What Executives Say: 


Competition Sharpens Workers’ Output’ 


Most of the postwar capital expenditures by the 
various companies have been directed toward both 
mcreased volume and higher output per man-hour. 
In nearly all cases, the results have equaled or ex- 
ceeded expectations. 

Neither high taxes nor a lack of financial resources 
have seriously affected most manufacturers in their 
capital expenditures program. Some companies, how- 
ever, fear that continued high taxes combined with 
low depreciation allowances will affect them in time, 
as they cannot set aside enough to engage in some 
of the programs planned. 

Only the exceptions to the above views are reported 
in these excerpts. The part of labor in increasing pro- 
ductivity is fully reported because of the controversy 
revolving around this point. 


METAL MANUFACTURES 
Automobiles and Equipment 


“Our capital expenditures have been directed primarily 
toward achieving greater volume and, secondarily, toward 
higher output per man-hour. A complete plant rearrange- 
ment and installation of an extensive conveyor system were 
part of our program to increase output per man-hour. Prog- 
ress has been satisfactory.” 


“About 70% of our postwar expenditures of over $7 
million has been directed to achieving greater volume and 
30% to achieving higher output per man-hour. We have 
failed to reach our objectives because the union has re- 
fused to allow production employees—all of whom are on 
piecework—to produce more than they did before the war, 
if they can possibly help it.” 

“Our efforts and expenditures were intended to get a 
greater volume of business, and it took much higher out- 
put per man-hour to accomplish it. The progress exceeded 
our expectations.” 

* * * 

“The increases in labor efficiency show a healthy trend 
and give an indication of labor’s desire to produce if man- 
agement does its share by providing good tools, a steady 
flow of material, and correct standards—accompanied by 
good management control procedures. Even more impor- 
tant are good human relations, making workmen proud to 
be members of the team, and keeping them fully informed 
of every plan and decision which affect their standing in 
the company as well as their future.” 


“We can see no trend in labor’s desire to produce, since 
our employees are controlled by the union.” 


“The motivating factors for increased productivity have 
been closer association with company problems, competi- 


ISeealso Survey of Business Practices, page 191. 
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tion, etc., which are explained to the employees as indi- 
viduals by the foremen.” 

“The use of union time-study men in conjunction with 
our regular time-study personnel has been a most valuable 
factor in.securing union cooperation in our cost-reduction 
programs.” 

“We explained to our emplyees [nonunion] what a tough 
business we are in and the things we have to do to obtain 
profitable business and have work for all of us. I think 
they believe these things to be true and are going along 
accordingly.” 

“Our labor force has been very cooperative and there 
is, in our opinion, a definite desire on the part of the em- 
ployees to produce.” 

“The union and union employees have not encouraged in- 
creased volume per man per hour. On the other hand, they 
have not interfered with our program of improved methods, 
better man assignments, new processes, new equipment or 
more accurate standard time allowances.” 

“We believe there has been a favorable trend in labor’s 
desire to produce; the fact that jobs are not so easy to 
find as they were previously is certainly a strong motivating 
factor.” 


Electrical Appliances and Supplies 
“Our capital expenditures have been directed primarily 
to increasing the output per man-hour. Progress has equaled 


our most optimistic expectations.” 
* * * 


“There is little trend toward increased productivity, since 
the attitude still exists on the part of many employees 
that they should have a living handed them on a platter. 
The attitude of our government is definitely adverse to in- 
dividual incentive.” 

“Unions don’t seem interested in increasing productivity 
and in some cases probably retard it, but in general our 
employees do not seem to show signs of loafing.” 

“Many valuable suggestions have been received from our 
employees which have increased productivity. Yet the 
over-all attitude of employees toward increased productiv- 
ity is quite passive, and union officials sometimes adopt 
obstructive tactics.” 

“Our unions have cooperated in most of our efforts to 
increase productivity.” 

“Our employees [nonunion] have cooperated satisfactorily 
in our efforts to increase productivity. There is ample 
evidence that our work force desires to produce not only 
quantity but quality as well.” 

“There are three principal motivating forces that are re- 
sponsible for our gain in productivity. They are: 

“1. Better supervision resulting from continuing super- 
visory training. 

“2. Monthly meetings with management, the shop and 
the office, at which company problems are discussed and 
at which an attempt is made to convince every employee 
that he is part of the team and should be working toward the 
common goals. 
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“3. Our profit-sharing system, which applies to all em- 
ployees.” 


Foundries 


“We have had no cooperation from our labor force or 
union in increasing productivity. The reverse has been true. 
They both have resisted, so far as they could, our efforts 
to increase production. We continuously face the fact that 
the effect of the union on our employees is detrimental— 
both to the employees and to our company. We fear that 
so long as our government and its various agencies are so 
strongly prolabor and antibusiness the condition will not 
improve.” 

“Our employees, both productive and nonproductive, 
have been highly cooperative in increasing the productivity 
of our plant. We believe increased productivity stems 
from the extremely high morale within our company, the 
spirit of understanding and good will which exists between 
management and employees, and also because of the com- 
pany’s generous profit-sharing plan.” 


Hardware 


“We have been very much pleased with the results of 
the capital expenditures we have made for new plant and 
equipment.” 

“Taxes have definitely acted as a deterrent to our re- 
placing machinery as fast as we would have liked. We do 
not care to borrow heavily for expenditures of this sort but 
rather to follow a pay-as-you-go policy. Unquestionably, 
therefore, tax policies retarded productivity by delaying 
the purchase of new equipment.” 

*% * * 


“We have received no cooperation from our union in in- 
creasing productivity.” 

“There has been an upward trend in labor’s desire to 
produce. The most important factor of this trend is the 
rise in unemployment, coupled with the layoffs which we 
were forced to make.” 

“The fact that there is a certain amount of unemploy- 
ment has been a factor in increased productivity as people 
are anxious to retain their jobs.” 


Heating and Plumbing 


“Capital expenditures made since the war have been 
largely directed toward balancing facilities and to some 
extent to improving efficiency.” 

ewe 


“We have had some verbal expressions from our union 
of their interest in helping us to increase productivity; 
practical results, however, have been negligible. I have 
had an opportunity of seeing the plant of one of our com- 
petitors, which has never had to recognize a union, and 
the high degree of efficiency and effort on the part of in- 
dividual workmen in this plant makes me very envious.” 

“There has been little increase in productivity in our 
factory. While we do have an incentive system, we find 
now we are having to increase our incentive in order to 
create the desire on the part of the men to do more work.” 


“We have not noticed any appreciable trend in labor’s 
desire to produce more per man-hour.” 


Industrial Machinery—General 


“We have been favored in postwar years with a better 
product mix, which has considerably increased our over-all 
efficiency.” 

“Our postwar capital expenditures have been directed 


primarily at achieving a better product.” 
* * * 


“There have been a number of cases where the replace- 
ment of one type of equipment with another might have 
been more feasible had the government been more generous 
with depreciation allowances.” 

* * * 


“There has been no apparent change in the coooperation 
received from our labor force or unions in increasing pro- 
ductivity.” 

“We believe we have received good cooperation from 
our labor force [nonunion] in our efforts to increase pro- 
ductivity. The motivating factors are an incentive plan 
and a profit-sharing plan.” 

“We have not observed any greater effort on the part 
of our employees to increase productivity, and, in fact, 
there was a definite period following the war up until about 
a year ago when we could actually observe a lesser effort. 
We believe that we have had average cooperation from 
the union and our labor force in general. The layoff of some 
employees, when our orders declined, seemed to have had 
more effect in increasing productivity than anything else 
since the end of the war.” 


Industrial Machinery—Specialized 


“We have observed that the union man does not want to 
increase production beyond a certain point hour, even if 
he can increase his earnings. He much prefers an increase 
in hourly rates and a shorter day.” 


“We have had excellent results from our labor force, 
particularly during the last year. Pieceworkers have had 
a great desire to produce, because they knew they could 
earn more money and were convinced that we had no in- 
tention of lowering the rate.” 


“Labor’s share in increasing productivity has been small. 
The rise in local unemployment has had some effect on pro- 
duction. Motivating factors are usually more money on 
piecework jobs plus fear of layoff.” 


“We have been unable to observe any noteworthy co- 
operation from our labor force or union in connection with 
increased productivity.” 


“We have observed some willingness on the part of our 
labor force to increase over-all productivity.” 


“We have not received any cooperation from the labor 
forces or unions in increasing productivity. As a matter 
of fact, we have had considerable resistance on the part 
of unions, particularly where employees have been assigned 
to multiple machine operations. We have seen considerable 
improvement among individuals in their attitudes toward 
their jobs and their desire to produce. Reasons are higher- 
caliber people and tightening economic conditions.” 


Instruments and Controls 


“We have received a certain amount of cooperation from 
the labor force in increasing productivity.” 


May, 1950 


BUSINESS RECORD 205 


“It is difficult to directly indicate any instances where 
our labor force or our union has cooperated to increase pro- 
ductivity.” 

“We have no labor union and our relations with our 
employees have always been good. We have constantly re- 
ceived and are now getting their fullest cooperation in 
obtaining the best productivity.” 


Machine Tools 


“We believe that we have had improved cooperation from 
our labor force in recent months, although we do not 
attribute this to any union policy. Our observation is that 
in periods of unemployment workers are inclined to be 
more diligent than in periods of high employment.” 


“We have received no direct cooperation from our union 
in increasing productivity.” 

“There had been little or no cooperation from the labor 
force or the labor union in increasing productivity until 
after a six-month strike. Since the strike, we believe that 
we see an increased cooperation by the workers but not 
by the union. This change has been accentuated by the 
fact that it was possible for us to install an incentive sys- 
tem in part of the plant.” 

“We have not had any specific interference from our 
labor force, but, too, we have had no help from them in in- 
creasing productivity and do not expect it.” 

“We are highly pleased with the cooperation of our 
labor force’ [nonunion] in increasing productivity. The 
motivating factors are that we have the entire confidence 
and respect of all our workers and that they believe in our 
policy of fairness in our dealings with them.” 


Nonferrous Metals 


“Postwar expenditures have been directed toward in- 
creasing plant capacity, expanding the range of products, 
and improving quality standards.” 


* * * 


“Tax policies have had little, if any, effect to date on 
our machinery replacement policies or in retarding produc- 
tivity. It is obvious, however, that at present levels of 
cost of replacement, the provisions for depreciation recog- 
nized in the tax laws will be wholly inadequate to keep 
the machinery of business intact.” 


Cy es 


“Our working force has given us good cooperation in 
increasing productivity. The force shows every disposi- 
tion to produce as much as possible; it is motivated to 
a very important degree by a desire to maintain take- 
home pay at the highest possible level. There also seems 
to be some recognition that greater production will tend 
to keep employment more secure by reducing costs, which 
will improve the market possibilities for our products.” 

“We have had a contract since 1943 with the UAW-CIO 
and we feel that the union has not cooperated to increase 
production. If anything, the results have been the other 


way.” 


Office Equipment 
“We have received very little cooperation from our labor 


force. The quality of the union leaders is such that we 
cannot expect any cooperation until they choose to settle 
down and learn that they have as much at stake as man- 
agement in the operations of the company.” 


“Our labor force is most cooperative in increasing pro- 
ductivity. We do not have a union, but operate through 
an industrial relations council of employee-elected repre- 
sentatives. Our experience has been that this group and 
the plant workers they represent generally are very much 
interested in higher productivity, both because of the addi- 
tional compensation involved and because of the realiza- 
tion that it is a principal means of insuring job security.” 

“We have not received any cooperation from organized 
labor in increasing productivity. The trend on the part of 
individuals is to produce more. [I think it is attributable 
to two sources: to increase income, and the belief that 
everyone is better off with higher production.” 


Railroad Equipment 


“Postwar capital expenditures have been split roughly 
as follows: replacement of old equipment and miscellane- 
ous expenditures not relating to production, 53%; greater 
volume, 1%; increased production, 29%; new products, 
17%. Progress has been about 75% of the amount an- 
ticipated. Failure to reach goals resulted from lack of 
cooperation by employees and from inaccurate advance 
estimates by management.” 


* * ¥ 


“We have received some cooperation from the labor 
forces and unions in increasing productivity.” 

“Our labor has been very cooperative in increasing pro- 
ductivity, largely because of our incentive system.” 

“The unions have been reluctant in cooperating to in- 
crease productivity. More progress occurred after a cut- 
back in volume of business made continued operations 
questionable.” 

“We have received some cooperation from the labor 
force in increasing productivity. For example, labor turn- 
over and absenteeism have declined, and there have been 
a few cases where the workers have cooperated with us in 
changing standards or reducing incentive rates. We have 
noticed no trend in labor’s desire to produce more and 
feel that the liberal seniority provisions of most current 
labor contracts operate to remove any motivating factors 
that otherwise might be present for labor to produce more.” 


Steel 


“Capital expenditures have been directed either toward 
replacing worn-out or obsolete equipment or toward im- 
proving output per man-hour. Generally speaking the im- 
provement expected is being realized.” 

“Our capital expenditures have been directed primarily 
toward achieving higher output per man-hour. Progress 
has not always equaled expectations. This is partly our own 
fault as managers because we have not demanded enough. 
But it is also because the union has persistently refused 
to cooperate in urging the membership to give us a day’s 


work.” 
* * * 


“Our labor force is loyal and cooperative and has con- 
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tributed toward the increased productivity we have experi- 
enced recently. The decline in business in 1949 has un- 
doubtedly had its effect upon the workers in our particular 
plant.” 

“Cooperation of our labor force and the policy of the 
unions in increasing labor productivity are closely geared 
to proper incentive rates. These are under continuous study 
in our plant and when equitable adjustments in incentive 
rates are agreed upon, we usually find increased produc- 
tivity in the producing units involved.” 


“I know of no instance where labor unions have cooper- 
ated with us in any program to increase productivity. Usu- 
ally, there has been some difficulty in reducing forces 
where an improvement in method would warrant such re- 
duction.” 


“Under the revised incentive plan now being negotiated 
with the union, its cooperation and recognition of the need 
for increased productivity will be substantially improved. 
At least, this is the present trend as evinced through nego- 
tiations to date.” 


“In our experience, the union has been a destructive 
force since its inception in the matter of promoting pro- 
ductivity. They give lip service to the problem, but when 
you get down to cases their actions belie their words.” 


Miscellaneous—Metal 


“Postwar capital expenditures up to the present time 
have been made primarily for increased capacity in manu- 
facturing and distribution.” 


* * * 


“We have escaped any labor difficulties and feel that the 
company receives considerably better than average co- 
operation from its employees.” 


“We have received from our people a great deal of cooper- 
ation, but our employees have always had a desire to 
produce.” 


“We have received very little cooperation from unions in 
increasing productivity. Since the labor shortage has be- 
come less acute and jobs slightly more scarce, there has 
been a better response on the part of new employees to 
produce and be interested in the job than there was several 
years ago.” 

“Our workers in general accept new machinery and 
methods without protest. They expect that the interests 
of the individual worker involved will be properly safe- 
guarded, which of course we try to do in each case. 

“We have had excellent cooperation from the labor 
force and unions. Management continually seeks the co- 
operation of the production worker and has had unusual 
success in securing it.” 


OTHER MANUFACTURES 


Building Materials and Supplies 


“Our capital expenditures have been directed toward 
plant and equipment improvement, as well as toward greater 
volume and higher output per man-hour.” 

“The larger part of our capital expenditures has been 
directed toward increasing productive capacity, but in- 
crease in output per man-hour has been the objective of 


many of the smaller projects. These objectives have been 
attained to a large degree.” 


* * * 


“The tax situation has affected our policies regarding 
rehabilitation and expansion programs. Progress in these 
activities is being retarded and I fear that the postpone- 
ment of parts of these programs may be equivalent to 
abandonment.” 

* * * 

“We have had much better cooperation from labor in in- 
creasing production in our three nonunion plants than we 
have had in our four union plants. Recently, there has 
been a noticeable trend toward cooperation and we feel 
that this is largely because the labor forces are unwilling 
to be restricted in their earnings. However, it is true that 
many of the men, once they have earned the income they 
have set for themselves, are reluctant to put in overtime 
or increase output, because they feel that the increased 
taxes do not make the effort worth while.” 


“We believe that our employees are cooperating to help 
production as much as possible.” 

“The cooperation which we have received from our labor 
force is influenced greatly by national union representa- 
tives, and the degree of cooperation varies considerably from 
time to time and among our various plants. Over-all, there 
has been no noticeable trend in labor’s desire to produce.” 

“We have received little, if any, cooperation from our 
labor forces or unions in increasing productivity. As a 
matter of fact, there has been a rather noticeable trend in 
the other direction as a result of absenteeism and lack of 
interest on the part of labor.” 


Chemicals 


“Liberalization of depreciation allowances and _ lower 
federal tax rates would obviously make increased expendi- 
tures for equipment replacement more attractive.” 


“Tax policies and financial resources have not thus far 
affected machinery replacement policies, but new projects 
have been hampered somewhat by tax requirements.” 


ce as * 


“We have received generally satisfactory cooperation 
from our labor force in increasing the quantity and quality 
of production. Although there has been a noticeable im- 
provement in the desire and effort to produce, we are not 
able to determine specific motivating factors.” 

“Labor unions have been cooperative to the extent of not 
resisting mechanical improvements.” 

“We feel that employees have not commenced to realize 
that the only way to improve their personal condition and 
increase their personal earnings is by achieving an increase 
in their productivity. We have been disappointed at the 
slowness of employees to reach such an apparently obvious 
conclusion.” 


Food Products 


“We do not believe that tax policies have adversely af- 
fected machinery replacements. Had we, however, been 
permitted to put some of the tax money into surplus, we 
no doubt would have used a substantial amount for plant 
betterment.” 
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“Our men are considerably above the average in their 
attitude toward their work and toward their desire to 
produce. Nevertheless, there is a difference in attitude 
now as compared to prewar years.” 


“We believe that labor is, to a small extent, interested 
in increasing productivity.” 


Paper and Products 


“Our postwar capital expenditures were directed at both 
greater volume and higher output per man. We have 
achieved the volume that we expected, but the higher out- 
put per man has changed very little except in direct pro- 
portion to the higher-speed equipment.” 


“Postwar capital expenditures have been directed toward 
lower production costs and higher quality.” 


* * * 


“We have received adequate cooperation from our em- 
ployees, and have had no evidences of efforts on the part 
of the unions to limit productivity. We believe that our 
constant presentation to them of the fact that they are 
equally interested in the success of the company has been 
responsible, as well as our basic training programs.” 


“We have not found it necessary to ask cooperation from 
the labor union to achieve greater productivity, nor have 
we been hindered in our efforts to achieve it. We believe 
our incentive system has been a motivating factor in higher 
productivity.” 

“It has been our experience that neither our labor force 
nor the union has generally cooperated in increasing pro- 
ductivity. Although, in a few cases, some departments 
have shown a little inclination toward trying to do a better 
job, in general the labor force is not yet aware of the 
absolute necessity of doing a full day’s work. The average 
worker does not realize that with labor costs constituting 
such a high percentage, inefficient labor can break a com- 
pany’s back and put him out of a job.” 


“Cooperation on the part of our working force has im- 
proved during the past year. However, it has always been 
high, and has never been a factor limiting the company’s 
ability to make paper. Largely by virtue of management’s 
“educational” programs on quality and on increased com- 
petition in the paper business, the care and interest evi- 
denced by our employees toward their jobs have improved 
during the past year.” 

“Our labor force has been giving more cooperation 
in the matter of increasing productivity. It is not possible 
to ascertain with any degree of certainty the motivating 
factors in this trend, but very possibly the chief one is 
the return of competition in the postwar years.” 


Petroleum 


“High corporation taxes have not only decreased the 
funds available for capital investment but have also re- 
tarded productivity by reducing the attractiveness of the 
return on investment projects.” 

* * * 


“There has been no noticeable resistance to changes re- 
sulting in increased productivity. The labor force and the 
unions display an improved attitude in this respect; at the 
same time, they exhibit little initiative toward increasing 


productivity. The motivating factors are (1) an awareness 
on the part of the over-all work force that the company’s 
position must be kept competitive; and (2) a greater appre- 
ciation on the part of the individual that good jobs are not 
so plentiful and are worthy of protection.” 


“We have had as much cooperation from the labor force 
as could be expected, and have no complaints.” 


“There is a widespread absence of any attitudes and ac- 
tions which would retard or interfere with the company’s 
operations or reduce the volume of its business. On the 
surface, this appears to be a negative form of cooperation, 
but, in the light of labor’s attitudes and activities in other 
industries, it represents a positive contribution to the main- 
tenance of, and eventual increase in, our rate of produc- 
tivity. 

“We believe the major motivating force back of the co- 
operative attitudes is the widespread feeling among our 
employees that they are working for a good company 
(in a stable industry), with liberal policies aimed at the 
present and future security of its employees. Perhaps one 
of our greatest problems today in improving worker pro- 
ductivity is to provide sufficient incentives so that our em- 
ployees may develop the self-interest necessary to stimu- 
late positive efforts toward increased employee production. 
The average employee today prefers the security of ad- 
vancement by seniority to the risk of advancement by 
merit.” 


Textiles and Products 


“Our capital expenditures have been directed at replacing 
obsolescence and achieving higher output per man-hour. 
In general, the results have fully met our expectations.” 


“About half our postwar expenditures has been for expan- 
sion to achieve greater volume; the remainder has been for 
modernization of equipment, to secure higher output per 


man-hour.” 
ey 


“We think that tax policies, particularly refusal to allow 
adequate depreciation, are a handicap to building up the 
necessary reserves to proceed with modernization as rapidly 


as should be done.” 
* * * 


“There has been some improvement on the part of some 
employees in increasing production.” 

“Withdrawing some resistance on the part of the union 
can hardly be called cooperation. But it is something, be- 
cause they have agreed to the principle of more work for 
the much higher pay we gave them. We still have to en- 
courage employees individually.” 

“We have received the cooperation of our labor union 
in increasing productivity as much as can be reasonably ex- 
pected.” 

“There has been practically no cooperation toward in- 
creasing productivity. Our contracts generally have worked 
to the contrary. In cost per unit, we have definitely lost 
ground.” 

“Our labor force is not unionized and our employees are 
very cooperative.” 

“We feel we have received cooperation from our labor 
force or unions in increasing productivity. I doubt whether 
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there has been any noticeable trend in labor’s desire to pro- 
duce. There has been a willingness to accept company pro- 
grams that increased output. The motive factor is a recog- 
nition on the part of labor that the plant must remain 
competitive.” 

“No enthusiasm has been evident on the part of the labor 
union representing our employees about increasing produc- 
tivity. There has been no noticeable increase in labor’s de- 
sire to produce—if anything, the trend has been slightly 
in the other direction. Labor seems to be interested in 
greater productivity only if it can be achieved with lessened 
effort, resulting in increased wages.” 

“We have received no cooperation from our labor force 
or unions in increasing productivity. The labor leaders talk 
about their desire to cooperate and their approval of the 
principle that labor must produce more to get more, but 
every time a new machine is installed they want the entire 
saving in cost passed on in the form of wage increases.” 


Miscellaneous—Nonmetal 


“Capital expenditures have been directed at higher out- 
put per man-hour; increased production through expansion, 
in the case of crude material; improved quality of product; 
and improved service to customers.” 


* aCe Lae 


“Over the past few years we have endeavored to in- 
crease labor productivity. At first, our labor force objected 
to method changes and higher standards. However, recent 
trends indicate a desire to cooperate. This change resulted 
largely from a gradual education of the labor force to 
understand that the most. efficient operation possible was 
necessary to insure the preservation of jobs.” 


“Union or labor cooperation has contributed little, if any- 
thing, to increased productivity. Union labor in three lo- 
calities cooperates as fully as can be expected, but this has 
not been so evident in our two largest plants. Employees 
in these plants appear to be willing to cooperate, but con- 
tinued resistance from union leaders and stewards toward 
any increase in efficiency which might reduce man-hours is 
apparent. Perhaps the reason for this reluctance to co- 
operate is owing to the immaturity of the leaders involved, 
although the individual employee apparently has a growing 
understanding of the relationship between labor and man- 
agement.” 


“We believe the average employee has a better conception 
of the need for production right now than was the case 
in the war years or even in the period immediately before 
the war. Taken as a group, however, we cannot state that 
there has been any marked desire to increase productivity.” 


“Recently, we have had an increasing amount of cooper- 
ation from our labor force through labor-management and 
union committees. Motivating factors have been the fear 
of layoff, and the inability to get increases beyond the 
fourth-round settlement.” 

“There has been a noticeable improvement in labor’s de- 
sire to produce, but I believe the motivating influence has 
been an acknowledgement in the minds of individual work- 
men that continued employment depends on better pro- 
duction rather than on any mass or union effort in that 
connection.” 


Business Forecasts 


(Continued from page 186) 


S. Morris Livingston, Department of Commerce (Survey 
of Current Business, March) —“Two thirds of the backlog 
existing at the end of 1945 (in residential construction) has 
now been met. . . . The remaining backlog is still large 
(1,250,000 units) and appears sufficient to warrant con- 
struction close to the recent yearly rates for a considerable 
period, although probably not extending beyond three 
years.” 

National Association of Real Estate Boards (press re- 
lease, March 21) —“New homes constructed in 1950 will at 
least equal the 1949 mark in 83% of the 470 cities report- 
ing . , . in the fiftieth real estate market survey... . 
In one third of the cities . . . production of new dwellings 
will exceed last year’s total.” 


Petroleum 


Albert J. McIntosh, economist, Socony-Vacuum Oil Com- 
pany (in an address to the Western Petroleum Refiners 
Association, March 27)—“The probable sales of liquid 
petroleum fuels in 1953 may be only 1% above 1950. How 
they will trend beyond that time will depend largely upon 
further developments of natural gas. . . . the total domestic 
consumption plus exports of all petroleum products should 
continue to increase, but rather slowly for the next few 
years. Those companies which will have significant natural 
gas sales relative to their oil business will benefit from these 
sales and tend to offset some of the adverse effects to their 
oil business.” 

K. S. Adams, president, Phillips Petroleum Company (in 
an address before the New York Society of Security Ana- 
lysts, Inc., March 28)—“For a period of a few years, the 
rate of growth will be slightly less than 5% because of lower 
exports resulting from greater availability of crude oil and 
refined products in other countries. Total United States 
demand in 1950 should be from 3% to 4% above 1949.” 


Automobiles 


George Romney, vice-president, Nash-Kelvinator Cor- 
poration (in an address to the American Bankers Associa- 
tion, March 28)—“Even allowing for the effect of strikes 
on total production and the probability of some lowering of 
demand during the latter part of the year, output of the 
industry in the next twelve months should certainly be 
equal to, but more likely above, the record 1949 total of 


. 5,114,269 passenger cars and a motor vehicle total of 6,243,- 


572 units. Demand for new passenger cars and trucks this 
year and annually for the 1950-55 period should remain 
very high and require a volume of automotive instalment 
credit somewhat higher than in 1949.” 

Ward’s Report, Inc. (Ward’s Automotiv:: Reports, April 
3)—“‘Automobile manufacturers plunge into the second 
quarter of 1950 with monthly schedules estimated as averag- 
ing 10% higher than March. . . . Including an allowance 
for some Chrysler production during the next three months, 


passenger car projections for the second quarter are seen as 
reaching 1,800,000.”—C. P. 
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